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Above, Barber 324-B Automatic Con- 
version Burner. Tested and certified 
by AGA Laboratory under new listing 
requirements. No. 49-113-B Barber Automatic Burner Assembly 


BARBER ...°.. BURNERS 


Have All These Advantages: 


Exclusive patented Barber Impinged Jets, with air-injected vacuum pre- 
mixture, to get the highest combustion efficiency possible. 


High temperature "scrubbing" flame applied directly to walls of fire-box 
—no spreaders, no refractories. 


A sufficient range of sizes, in both round and oblong models, to fit properly 
the requirements of all furnaces and boilers (we do not make the in- 
credible claim that one size and shape burner will operate efficiently in 
all furnaces and boilers). 


The correct design, with the right jets, to operate on any type of gas fuel. 
The finest automatic controls obtainable. 


A reputable manufacturer, with a record of over 30 years’ responsibility, 
to stand behind its products, and with capable Barber installation service 
available nearly everywhere. 


With such a widely preferred and plainly superior product offered to 
you, why take chances with little known and possibly inferior burner 
units? No other burner burns like a Barber. Buy Barber and you buy 
the best. 


We also design, develop, test, and manufacture ooo jrees and sizes of — 
units for all sorts of gas appliances, for industria cial, and h use 
ey hundreds of appliance makers with these standard o jal burners, for all kinds 
The inclusion of a Barber unit in 7 such eggllenee is an unmistakable symbol 
$f SuALITY. Write for our complete Catalog. 


THE BARBER GAS BURNER CO., 3682 Superior Avenue, Cleveland 14, Ohi 


BARBER BURNERS 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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PROLONGED period of inflation 

would put a substantial strain on 
the rigid adherence to original cost rate 
making in utility regulation. Regulatory 
commissions, as well as utility companies, 
have indicated some concern over ‘the 
possible outcome of the continued pres- 
sure of rising prices on strictly cost rate 
bases. 


Tue difficulty is, of course, that the 
mechanics of the original cost rate base 
less depreciation have been so well estab- 
lished in many jurisdictions that they 
cannot easily be modified much less sub- 
stituted without causing upheavals and 
dislocations. It is generally agreed that 
whatever the equities of the situation 
might be, original cost has at least the 
virtues of certainty and relative sim- 
plicity of application. To depart from 
this fundamental premise of cost for rate 
making, even by a small margin, would 
throw the whole procedure out of kilter. 


It is not surprising, therefore, that 
regulatory authorities have been seeking 
alternative means for recognizing con- 
tinued high prices, while at the same time 
preserving adherence to original cost. 
Most frequently discussed alternative is 


CLARENCE H. ROSS 
MAY 24, 1951 


Cc. E. WRIGHT 


the introduction of some elasticity in de- 
termining the rate of return, quite apart 
from the rate base itself. 


But altering the rate of return, al- 
though a fairly simple operation of 
regulatory judgment, has disadvantages 
and complications of its own. For ex- 
ample, it raises a question in the minds 
of a great many people, because a liberal- 
ized rate of return for utility properties 
—-still based on original cost—might be 
somewhat more than the return on com- 
parable nonutility properties. The lay- 
man may fail to recognize that the profit 
in nonutility operations may well be 
based on present plant values. 


AS interesting alternative has 
been suggested by the author of the 
leading feature in this issue, CLARENCE 
H. Ross, of the Chicago law firm of 
Daily, Dines, Ross & O’Keefe. He pro- 
poses a solution to the problem created 
in rate making by continued dollar in- 
flation which would work approximately 
as follows: (1) a rate base expressed in 
terms of the real value of the dollars 
prudently invested in utility property, 
rather than in terms of nominal dollars ; 
(2) a return on and depreciation of such 
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QUI companys financing ' program 


a £3 won 


@ In exacting times like these, 
your financing program needs to 
be reviewed frequently. For it 
must be comprehensive and flex- 
ible—more than ever geared to 
changing conditions. A well- 
organized approach to the finan- 
cial community is also of great 
importance. 

For years, Irving Trust has 
specialized in serving public 


BANK LOANS 


SENIOR 
OBLIGATIONS 


utilities—by maintaining a staff 
of experts who are exceptionally 
well-qualified to give your com- 
pany help and advice. Next time 
you review your financing pro- 
gram, Irving’s Public Utilities 
Department would welcome the 
opportunity to contribute its 
broad experience. 


IRVING TRUST COMPANY 


ONE WALL STREET «+ 


Capital Funds over $118,000,000 


NEW YORK 15, N. Y. 


Total Resources over $1,200,000,000 


Wituam N. Enstrom, Chairman of the Board — Ricuarp H. West, President 
Public Utilities Department 
Tom P. Watxer, Vice President in Charge 
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investment—a return on real dollars in- 
vested, rather than the nominal dollar. 


THIs is, admittedly, not an orthodox 
approach. Indeed, it is doubtful if any 
regulatory commission is at present using 
any such procedure. But it is seemingly 
an original and ingenious presentation. 
Mr. Ross is a graduate of the University 
of Nebraska (AB, ’22) and Harvard 
University (LLB, ’25). Since his gradu- 
ation he has been engaged in the practice 
of utility law, mostly in Chicago. He is 
counsel for the Central Telephone Com- 
pany and its affiliated companies. 


* * * * 


LORIDA is one of the last of the states 

to hand over the regulation of electric 
utilities to its state commission. But there 
has been a special explanation for this 
delay. For one thing, municipal plants 
and cooperatives in Florida have been 
rather apprehensive over the possibility 
that their respective operations might 
ultimately be brought under the jurisdic- 
tion of the state regulatory body. 


ANOTHER complication has been the 
establishment of what is probably the 
nation’s only county-wide utility com- 
mission in Pinellas county (St. Peters- 
burg). But the utilities have not been 
eager to serve two or more regulatory 
masters. So when the Dowda Bill to place 
the electric utilities under the state rail- 
road and public utilities commission was 
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introduced in the Florida legislature, the | 
electric companies were at least not op 
posed, and there was some indication f 
they were in favor of the same. 


IN this issue (beginning page 674), we 
bring you an up-to-the-minute desc 
tion of this recent law. The author is C. 
E. WRIGHT, a veteran newspaperman, 
who has served in former years on De 
troit, Toledo, Chicago, and Minneapolis 
papers. For twenty-two years he was on 
the staff of Jron Age, and for five years 
was managing editor of that publication, 


* * * * 


W: conclude in this issue the 2- 
part series, entitled “Transit—A 
Unique Business,” by Joun H. Bicktey, 
until recently president of the Louisville 
Railway Company. A biographical sketch 
of Mr. BicKLEy was given in this de- 
partment of our May 10th issue. Ac- 
cording to Mr. Bicktey, the transit 
business is unique because it knowingly 
discourages patronage, charges higher 
prices because some patrons have de- 
serted service, or charges a uniform 
price regardless of the amount of goods 
or services sold to individual customers. 
In view of its peculiar economic position, 
the modern transit company is often 
forced to do all these things. 


* * * * 


R. Kynaston, Washington 
e business analyst, has written a 
critical analysis of past blunders and 
other excesses in Federal spending for 
projects of strictly local benefit or no 
benefit at all. His article, entitled “How 
Pork Fattens the Federal Budget” (be- 
ginning on page 688), describes some of 
the more flagrant examples of Federal 
expenditures under the guise of public 
works, There is a special introductory 
message from U. S. Senator Byrd of 
Virginia, head of the economy bloc in 
Congress. 


THE next number of this magazine 
will be out June 7th. 





dense 160 60 filing cabinets into - 


advantage of new FPC Amendment 
Microfilming Save Valuable Space 


you can convert much of your dead storage 
einto productive use. Under the recent amend- 
to Part 125 of the FPC General Rules and 
lations, many types of records can be de- 
ed if they are microfilmed. And microfilming 
have as much as 99% in filing space! 
bu will find it easy and economical to microfilm 
Film-a-record. It is completely automatic. 
ington Rand’s exclusive Microdex system lets 
le your records right on the film—refer to them 
on the Film-a-record Reader in a matter of 
ds. You can select either a standard (shown at 
) or a desk-height film storage cabinet. Both 
automatically humidified. All Film-a-record 
pment—as well as Remington Rand processing 
tets FPC requirements. 

lm-a-record may either be leased 

rchased. Or you can have your 
rds microfilmed by us — at pre- 

mined cost. Write today for full 

ils. Also, ask to borrow Manage- 
t Controller 749 described below. 
ress: Management Controls Ref- 
ice Library, Room 1098, 315 

Ave., New York 10. 


I 


FREE. You may have on 10-day 

loan a detailed case-history showing 

the methods used by a large east- 
ern utility in setting up its program for saving 
space by microfilming. Ask for it today. 





Coming IN THE NEXT ISSUE 
* 


IN WAR OR PEACE—ELECTRIC SERVICE 
RECORD REMAINS WORLD'S FINEST 


L. V. Sutton, president of the Edison Electric Institute as well as head of the Carolina Power 
& Light Company, reviews the performance of the electric companies in meeting the 
demand for power during the defense emergency. 


AMERICAN POWER MOBILIZES—FOR FREEDOM! 


As a former executive in the great electric manufacturing industry, Charles E. Wilson, 
head of our nation's mobilization effort, brings a special understanding to the problems 
confronting the electric power industry during this critical period. This article contains 
his personal message to the industry regarding the progress being made in preparing 
the country for peace or war. 


PUBLIC POWER'S REVOLVING DOOR TO THE U. S. TREASURY 


Frank M. Wilkes, president of Southwestern Gas & Electric Company, has made an 
analysis of the problems which menace the tax-paying electric utility industry. The “re- 
volving funds” of public power get special attention. 


AN INDUSTRIALIST LOOKS AT THE PUBLIC UTILITY INDUSTRY 


A nationally known business leader, Harry A. Bullis, chairman of the board of General Mills, 
Inc., reviews the record of the public utility industry and its sensitiveness to the burden 
of inflation. 


PLANNING A MODERN UTILITY MERGER 


Earle J. Machold, president of Niagara Mohawk Power Corporation, has written an ac- 
count of the consolidation of one of the country's most highly integrated utility systems 
and its effect upon the public interest. 


STEEL, OIL, WHEELS, AND ELECTRIC POWER 


Big business is more than a group of corporations. T. S. Petersen, president of Standard 
Oil Company of California, tells us how it has become a method of operation—a 
technique by which the nation gets a lot of its daily work done. 


PUBLIC INFORMATION PROGRAM MEETS THE CHALLENGE 


Public opinion polls confirm increasingly the impressive gains of investor-owned electric 
companies’ information program. James W. Parker, president of The Detroit Edison 
Company and also chairman of the steering committee of the electric companies’ Public 
Information Program, gives us a progress report on this important work. 


WHAT A STATE COMMISSION DOES—AND WHY 


The chairman of the Wisconsin Public Service Commission, John C. Doerfer, has written 
an analysis of the functions performed by the modern regulatory commission in keeping 
electric and other utility service up to standard. 

STOCKHOLDER ORGANIZATIONS AND THE UTILITY COMPANIES 
M. H. Frank, vice president of the Wisconsin Power & Light Company, gives reasons for 
the community of interests between the corporation and its owners. 


PRIVATE POWER PLANS IN MISSOURI 


Missouri keeps pace with the rest of the nation in customer growth. James M. Stafford, 
Jr., relates some facts about meeting power demands of rural codperatives in that state. 


* 


A | SO... Special financial news, digests, ond interpretations of court ond 
commission decisions, general news happenings, reviews, Washingtes — 
gossip, and other features of interest to public atility regulators, com 
panies, executives, financial experts, employees, investors, and ethers. 
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ay Nineties Review 


HIS old print shows a young woman op- 

erating one of the electric computing ma- 
hines during the U. S. Census in 1890. 
Each time she depressed a key on the table, 
he impulse would be registered on one of the 
orresponding dials on the board in front of 
her. This cumbersome machine, no doubt, 
ved many hours and dollars for Uncle Sam. 


eat strides have been made in counting ma- 
hines since the Gay Nineties. 


For the utility field, for example, there is this 
ngenious computer—the Bill Frequency Ana- 
zer. It can help give you an accurate picture 


of your consumers’ usage situation in a short 
time. 

The Bill Frequency Analyzer classifies as many 
as 200,000 bills in a single day. It can save 
you approximately % the cost of having the 
work done in your own offices. 

Why not find out more about this remarkable 
service? 


Send for FREE booklet 


“The One Step Method of Bill Analysis” tells 
more about this accurate and economical 
method of compiling consumers’ usage data. 
Why not send for it now? 


Recording and Statistical 
Corporation 


100 Sixth Avenue, New York 13, N. Y. 
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“There never was in the world two opinions alike.” 


Gerorce F, SULLIVAN 
Managing editor, “Iron Age.” 


Mark SULLIVAN 
President, Pacific Telephone & 
Telegraph Company. 


ArtHuR H. CarHART 
Conservationist. 


VALLERY WHITE 
Executive assistant and senior 
evaluation engineer, Southern 

California Edison Company. 


Maxey JARMAN 
Chairman of the board, General 
Shoe Corporation. 


Howarp S. CuLLMAN 
Chairman, Port of New York 
Authority. 


Watter S. HALANAN 


President, Plymouth Oil Company. 
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“There’s going to be the biggest rat race we have seen 
in ten years when the government’s Controlled Materials 
Plan comes in the middle of the year.” 


* 


“Many people now elect to advance or recede with a 
group, for in that way lies security. Competition is re- 
duced for those who seek real individual leadership,” 


> 


“This nation has reached a point where the conflicting, 
patchwork, competitive activities of all agencies and 
interests must be pulled together in a basic water use 
plan.” 


* 


“The stockholder, who is the real owner of industries 
and businesses of the nation, will be a ready customer 
for additional securities if he is a satisfied, well-informed 
owner.” 


* 


“It seems to me that what America needs today is to 
turn loose business ingenuity to increase production. We 
need more effort on how to produce more of all kinds 
of goods rather than more controls to conceal symptoms 
of inflation. More production is, by all odds, the best 
way to beat inflation.” 


* 


“There has been far too much uneducated guessing on 
the St. Lawrence seaway project and far too much mis- 
information from those who are sponsoring this project. 
It is high time that a dispassionate and intelligent a- 
nalysis be made 4s to the cost, possible utilization, depth 
of the proposed seaway, potential revenue, operating ex- 
penses, and savings to users.” 


» 


“The oil industry-is in full accord with any over-all 
governmental policy designed to prevent disastrous infla- 
tion by freezing prices and wages during the national 
emergency. It will give its full support to any such pro- 
gram that is applied to all segments of the economy with- 
out fear or favor. However, the industry objects most 
strenuously to being singled out for whimsical freezing 
of the price of a commodity like crude oil, the average 
price of which is less today than in 1948.” 


12 





we onenmreaauws tv ~ a. Aa, 


Public Utilities Fortnightly 

S AVE! MAN-Power 
ec AND MONEY 

WITH BELT CONVEYORS 


SAVE! IN COST PER TON MOVED 


Properly applied, belt conveyors are by far the 
lowest cost means of transporting or elevating 
bulk materials. Now more than ever, their labor 
and money-saving advantages are important... 
and more readily available with the advent of 
the BG Redi-Fab Series of Belt Conveyors. A 
specific segment of the vast Barber-Greene line, 
the Redi-Fab Series includes those belt conveyors 
most frequently needed. These have been sep- 
arately and conveniently cataloged in a wide 
variety of small increments of width, length and 
horsepower. 





ne Gad Qnnialy SAVE! ERECTION TIME 


Redi-Fab Series components—truss 
sections, drives, takeups, power units, 
<> terminals and complete accessories— 
45035-6 are carried in stock as “packaged” 
off-the-shelf units. All units and pack- 
ages are clearly marked for easy as- 
sembly. All the engineering has been 
done at the factory. Redi-Fab Convey- 
ors can be assembled quickly by a 
few semi-skilled men. Likewise, they 
can be easily lengthened, shortened, 
moved or otherwise altered to meet 
new conditions or serve on a com- 
pletely new job. 


Component “Packages” 


Head End Assembly 
SAVE! SELECTION TIME 


Actually, you can select your Redi-Fab 

Conveyors and order the “standard- 

ized” components directly from Cata- 

Standardized Feeders log RF. An entirely new approach to 
and Accessories conveyor selection, Catalog RF en- 
ables you to lay out your conveyor 

on a unique Redi-Fab layout sheet. 


Write for a copy. 
208-A 


Barber-Greene Company 


1 °4@) oa’ LLIN 
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Friepa B. HENNocK 
Member, Federal Communications 
Commission. 


KENNETH McFarLAND 
Superintendent of schools, 
Topeka, Kansas. 


M. S. RUKEYSER 
Columnist. 


W. W. Horner 
Engineering consultant. 


Louris H. BAUER 
Chairman of the board, American 
Medical Association. 


Henry Forp II 
President, Ford Motor Company. 


Futton Lewis, Jr. 
Columnist. 


Eprtror1aL STATEMENT 
Times-Herald, Washington, D. C. 


MAY 24, 1951 


“Educators can bring a great deal to television. It was 
the educators in the early days of radio that pioneered 
that new medium. Their contribution to television can be 
indefinitely superior.” 


* 


“Effective public relations must be genuine because, ul- 
timately, only those individuals and organizations are suc. 
cessful who genuinely serve. Be genuine with the public 
and the public will be genuine with you.” 


“Mislabeling and inaccurate semantics, though perhaps 
helpful in exploiting suckers, impair intelligent formula- 
tion of policies and procedures. The country hag been 
through an extended era of avoidance of calling a spade 
a spade.” 

* 


“The government has come to be recognized as an 
agency for social and economic action which need not 
follow the rules of the private capital markets in order 
to obtain the necessary capital or to make investment 
decisions.” 


* 


“There is a growing public awareness that Federal sub- 
sidy has come to be a burden, not a bounty, for it is 
bringing intolerable increases in taxation, and is danger- 
ously increasing Federal controls over our institutions 
and the lives of our people.” 


= 


“Too many businessmen were thinking of their own 
welfare first and the welfare of the nation second. Recent 
events indicate that the American people do not intend 
to have the terms of their progress dictated by labor 
unions any more than by businessmen.” 


> 


“Economists agree that excessive government spending 
is the most powerful of all inflationary forces. It in- 
creases the government’s drain on available materials, 
and at the same time pours additional money into the 
hands of the public to bid for the short supplies left for 
civilian consumers.” 


> 


“In Britain the Socialists are biting out 41 per cent of 
the people’s earnings, or $1.23 of each $3 earned. This 
heavy bite . . . has discouraged incentive and enterprise 
and instead of lifting, has diminished an already low 
standard of national life. Yet this is what the Socialists 
fight to hold, because it bolsters the cause of state rule. 
The Socialists dress up their bureaucracy as spreading 
wealth, but this is fakery. What they have done is to 
share the poverty, as the English people are learning. And 
we are now face to face with the same proposition.” 
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South Carolina Electric & Gas 
Company 


Union Electric Company of Missouri 


Public Service Com of New 
Hampshire nied 
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Exide-Manchex satteries 


for positive switchgear operation 


In Exide-Manchex Batteries you get ALL the qualities 
that add up to dependable performance, long battery life, 
maximum economy. They give you: 

POSITIVE OPERATION. Energy is delivered at high or low rates, 
providing — performance at ample voltage with no 
switching fail 

‘tatnntenesinben POWER, capable of discharging at high rates 
for switchgear operation and providing adequate reserve power 
for the dependable performance of all other control circuits and 
also emergency lighting. 

LOW OPERATING COST. Extremely low internal resistance. Power 
required to keep battery floated and fully charged ranges between 
0.21 25% and 1.0% of the 8 hour discharge rate in amperes. 

LOW MAINTENANCE AND REPAIR COSTS. Water required about 
twice a year. No change of = ge solution needed during life 
of battery. Repair costs negligible. 

UNUSUALLY LONG LIFE, due to sturdy construction; the famous 
manchester positive plate; a combination of specially treated 
wood and plastic separators; and many other exclusive features. 
GREATER CAPACITY in a given amount of space, avoids over- 
crowding of equipment. 

These and other features combine to make Exide-Manchex the 
best buy for all central and substation battery services. 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
“Exide” and “Manchex" Reg. Trade-marks U.S. Pat. Of. 


1888... DEPENDABLE BATTERIES FOR 63 YEARS...1951 


You get all these trouble-free construction features in EXIDE-MANCHEX BATTERIES 


The exclusive, long-life manchester 
positive plate. 


Latest development in molded glass 
lars for compact installation. 


Heavy terminal posts with copper 
inserts for extra conductivity for 
instant high discharge. 


Slotted plastic separators, impervious 
to chemical and electrical reaction. 


Plastic spacers for plate alignment. 
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apbe trucks dependably 


With a Dodge “‘Job-Rated’’ truck you save on 
gas and oil and upkeep. You save time and 
work and trouble. 


Along with these important savings, you 
get the benefits of more than 50 improve- 
ments. You get more power than ever, greater 
ease of handling, new comfort, and riding 
smoothness, smart new styling! 


You'll find a complete range of Dodge “‘Job- 
Rated” trucks to meet every utility trucking 
need— 14-ton through 4-tons, including the 
versatile Dodge Power-Wagon and powerful 
6-wheelers. 


Find out from your nearby Dodge dealer how 


much you save with a truck that fits your 
job—a Dodge “‘Job-Rated” truck! 


How a Dodge truck is “Job-Rated” 
for utility operations 


A Dodge “Job-Rated” truck is engi- 
neered at the factory to fit a specific 
job... save you money... last longer. 


Every unit from engine to rear axle 
is “Job-Rated’’—factory-engineered to 
haul a specific load over the roads 
you travel and at the speeds you 
require. 


Every unit that SUPPORTS the load— 
frame, axles, springs, wheels, tires, 
and others—is engineered right to 
provide the strength and capacity 
needed. 


Every unit that MOVES the load— 
—— clutch, transmission, pro- 
peller shaft, rear axle, and others—is 
engineered right to meet a 
operating condition. 


J0b-Rolad' TRUCKS DO THE MOST FOR YOU 
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G-E switched capacitors for 
pole mounting 





Low Cost — Light Weight 
Factory Assembled 


With this equipment you can get switched 
capacitors—pole mounted—for your dis- 
tribution circuits—at a lower cost per kvar 
than ever before. 





It’s the new G-E open-type 225-kvar auto- 
switch capacitor equipment. Compact, light- 
weight (only 950 pounds)—designed specif- 
ically for pole mounting, it is available for 
4160-, 4800- and 7200-volt circuits, three- 
phase. 

Automatic controls are in a separate hous- 
ing for mounting at the base of the pole. 
Inspection and servicing are easy. 

Installation costs are low—the equipment 

The new pole-mounted equipment consists of is shipped completely wired and assembled. 


nine 25-kvar capacitors in a steel rack Simply mount the equipment on the pole 
equipped with cross-arm hangers; a sole- end connect the controls. 


noid-operated oil switch; a potential trans- 

former; and an automatic pony The entire Your nearest G-E Apparatus Sales office 
equipment is factory-wired and assembled has full information. Apparatus Dept., | 
—shipped as a unit, and ready for mount- General Electric Company, Schenectady 5, 
ing when received. New York. 


407-28E 


GENERAL ($6 ELECTRIC 
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PRESSURE-FURNACE BOILERS 


aid economy of Knox Lee Power Plan 


Added to the economy of outdoor construction at Southwestern 


Gas and Electric Company’s Knox Lee Power Plant are further 


savings in initial, operating, and maintenance costs — direct re- 
sults of B&W’s Pressure-Furnace Boiler design. 

Induced-draft fans are completely eliminated, and fan-power 
demand-charge materially reduced; air infiltration is prevented, 
with consequent improved boiler efficiency; one-point draft con- 
trol permits quick, easy adjustment; design is simplified, with 
lower initial cost of stack and duct arrangement. 

The Knox Lee unit is one of more than 50 B&W Pressure-Furnace 


boilers already in successful operation, on order, or building. 
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This advertisement is not an offer to sell or a solicitation of an offer to buy these securities. 
The offering is made only by the Prospectus. 


New Issue 


117,200 Shares 
Atlantic City Electric Company 


Common Stock 
($10 Par Value) 





Transferable Subscription Warrants evidencing rights to subscribe for these 
shares have been issued by the Company to holders of its Common Stock, 
which Warrants expire at 3 o’clock P.M. Eastern Daylight Saving Time, on 
May 28, 1951, as is more fully set forth in the Prospectus. Any shares 
which shall not be subscribed for by Warrant Holders or employees may 
hereafter be offered by the underwriters as set forth in the Prospectus. 


Subscription Price to Warrant Holders 
$19 per Share 


Copies of the Prospectus may be obtained from such of the several underwriters, 
including the undersigned, as may legally offer these securities in com- 
pliance with the securities laws of the respective States. 


Union Securities Corporation Smith, Barney & Co. 
Eastman, Dillon & Co. Merrill Lynch, Pierce, Fenner & Beane 
Spencer Trask & Co. A. C. Allyn and Company Hornblower & Weeks 
cor Bear, Stearns & Co. Hemphill, Noyes, Graham, Parsons & Co. 


ot Stroud & Company Newburger & Company 


Incorporated 
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LEFFEL Hydraulic Turbines 


... a standard of quality since 1862 





Leffel hydraulic turbines have mean 
quality since the first Leffel turbine wa 
built in 1862. In the years following 
that time the plant has been modem. 


Bt /7 


ized, and the newest equipment has 
been added. But that original policy 
of integrity and quality, begun over 
89 years ago, has remained unchanged, 
A Leffel turbine is still designed and 
manufactured to give decades of serv 
ice (there are Leffel turbines in use 
today which were installed over halfa 
century ago). Time has shown that the 
quality features of a Leffel turbine pay 
dividends in dependability and eff: 


ciency for the power plant. 


The turbine installation in a hydraulic 
power development must give many 
years of reliable service. With Leffel 
turbines you can be sure. Write, wire 


or phone today. 


DEPARTMENT P @ SPRINGFIELD, OHIO, 


‘al 
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COAL HILL KING—Where the work is tough and rugged, the big red TD-24 is the Champ for sure. 


Broom held high, International TD-24 
cleans up Michigan stock pile 


Breaking down the stock pile at Consumers 
Power Company, Muskegon, Michigan, is a 
broom-toting T'D-24. 

The big red International gets credit for 
breaking down the mountain of coal better . . . 
for keeping a steady flow to the hungry hop- 
pers. And when it comes to stock-piling and 
compacting coal, the TD-24 does it with more 
peed, up steeper slopes. . 

Operators everywhere go for the Champ’s 148 
horsepower at the drawbar—its eight speeds 


INTERNATIONAL 


forward and eight reverse, with instant shift up 
or down one speed without declutching. That’s 
the champion power and dependability that 
mean more work done with more speed—more 
savings and profits for TD-24 owners. 

Your International Industrial Distributor has 
the “inside story’’ on TD-24 dependability and 
economy. He carries full stocks of parts with an 
International parts depot nearby to keep him 
well supplied. Find out about his expert me- 
chanics and his big-time service facilities. Let 
them help you over the hard-working years 
ahead, with International ‘“‘Power that Pays.” 

INTERNATIONAL HARVESTER COMPANY 
CHICAGO 1, ILLINOIS 


POWER THAT PAYS 
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SILENT 





Check These Advantages 


® Positive operation through diaphragm-operated power 
element. Tight seal-off through exclusive A-P perman- 

ent type valve disk. 

& Operates Suzrtiy, without noise or bum. Full open- 
ing, full closing on 30-second cycle. Compact in size 

and easy to install. 

@ With or without automatic pilot; with or without men: 
wal opening lever. Large capacity — 198,000—293,000 

B.T.U. om gases less or more than 800 B.T.U. per cu. ft. 

at 1” pressure drop. 


Precision-built, completely depend- 
able, in attractive modern design, the 
A-P Heat Anticipating Thermostat 





NOW h@a GIVES YOU A REALLY 


NOISELESS positive-action 
THERMO-ELECTRIC GAS VALVE 


Whenever you require a completely Sitent, positive-action, large capacity 
valve, select the new A-P Model 178 Thermo-Electric Gas Valve. Recom- 
mended for use on furnaces, floor furnaces or space heaters — wherever 
inexpensive, high-quality automatic temperature control is required. 





It gives you Nolsetess operation, with no annoying clicks or hum. It 
provides positive operation through a dependable diaphragm power ele 
ment. It incorporates the unique A-P permanent-type flexible valve disk, 
which insures tight seal-off on all gases. 

Model 178 is available with or without automatic pilot and with or 
without manual opening lever. Actuated electrically by means of the 
sensitive A-P Heat Anticipating Thermostat, it assures close control of 
room temperature. 

Model 178 can be used with natural and manufactured gas. Adaptable 
for L-P gas by addition of 100% Automatic, Fail-Safe Pilot. Write for 
Bulletin G-5. 





DEPENDABLE Controls 


For Modern Gas Heating 


ACP CONTROLS CORPORATION 


(formerly Automatic Products Company) 


2470 N. 32nd Street 


° Milwaukee 45, Wisconsin 


in Canada: A-P Controls Corporation, Lid., Cooksville, Ontario 
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THE TOUGHER THE JOB 
THE MORE WE CAN HELP 


An outside viewpoint is often essential in a search for new ways of 


cost reduction, methods, management, organizational, or engineering 


iLLY problems 
Commonwealth specialists have a sound background in the vari- 


10N 
ous aspects of business operations. Valuable time of your executives 
LVE may be saved by calling Commonwealth in on the job. 
: No matter whether the job is large or small, Commonwealth’s 
capacity 
-Recom ability may profit you. 
wherever 
jired. 
dete D Check the ways in which Commonwealth can contribute to the efficiency and economy 
ian a“ of your organization. Write for booklet describing the many services available to you. 
Ive disk, Address: Commonwealth Services Inc., Department E3, 20 Pine Street, New York 5, N. ¥. 
“iis INVESTIGATIONS * REPORTS * FINANCING * ACCOUNTING * SYSTEMS * TAXES * INSURANCE 
oa. PENSIONS * RATES © DEPRECIATION * VALUATIONS * DESIGN AND CONSULTING ENGINEERING 
bei METERING © PURCHASING © INDUSTRIAL AND PUBLIC RELATIONS * MERCHANDISING * ADVERTISING 
daptable 
rite for 


20 PINE STREET NEW YORK 5, N.Y. HANOVER 2-0170 


7 HAYES STREET JACKSON, MICH. 1025 CONNECTICUT AVE. N.W. WASHINGTON 6, D.C. 
DIAL 8121 STERLING 3363 


CS: ee Oe ee ee OO ee oe 
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Guardians / 


SPRAGUE 


CAST IRON AND ALUMINUM CAS 


GAS METERS 
and 


REGULATORS 


For high, medium and low pres- 

sures in manufactured, natural 

and liquefied petroleum gases. 
€ 


Gas Measurement Engineers have 
been acquainted with the accuracy, 
unequalled service and low maintenance cost of Sprague Meters and 
Regulators for over fifty years. For simplicity of design, rugged con- 
struction and quality of materials, Sprague products are unrivaled in 
their field. 


Modern methods demand that devices of this nature must be inter- 
changeable to keep maintenance costs low. 

The foresight of Sprague Engineers in the 

past, today makes the oldest Sprague 

models as efficient as the newest. 


SPRAGUE NO. 1A METER 


The services of the Sprague Engineering 
Staff cre at your disposal. Data and prob- 
lems of gas measurement and control will 
be gladly furnished. Write for a complete 
set of cotalogs. SPRAGUE 1500 REGULATOR 


THE SPRAGUE METER COMPANY 


pple taste tea 4, COPNES Ti 


NCHES DAVENPORT IOWA © HOU . TEX 


LOS ANGELES CAL ° AN FRANCIS( CAL 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 


CUT YOUR MACHINE 
INVESTMENT WITH VERSATILE 


CLEVELAND 


TRENCHERS 


Here’s how fo stretch your equipment 
dollar—do all your distribution trench- 
ing with one machine...the CLEVE- 
LAND “Baby Digger” Model 92. 
Trench depth: up to 5 full feet. Trench 
widths: from 10” to 20”. Compact 
and highly maneuverable, it works 
handily in the tightest places, puts the 
edge of a 20” trench within 17” of a 
side wall. Loading on or off its tilt- 
bed “T-5”"’ trailer in 5 minutes, it 
jumps quickly between jobs. Like its 
famous bigger brothers, the "92" is 
dependably fast and rugged. Year 
‘round digging season. See your dis- 
tributor today. 


THE CLEVELAND TRENCHER CO. 


e 20100 ST..CLAIR AVE., CLEVELAND 17, OHIO 
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.e/SOUND ENGINEERING /- 

















RB, consistently providing values that go beyond speci- 
fications, Springfield Boiler Co. has earned for itself the 
reputation of building steam generating units that /ast longer, 
stay modern longer! One of these values is the soundness of 
engineering underlying Springfield designs. Long a leader in 
developing and pioneering some of the most outstanding 
advances in boiler design, Springfield engineering is balanced 
by a sense of responsibility that has come from a vast 
background of experience and more than sixty years of 
specialization in the boiler field. Take advantage of the 
engineering skill Springfield offers! We will be glad to submit 
a proposal covering your requirements. 








HERS 


SPRINGFIELD 
BOILER CO. 


1960 E. Capitol Ave., Springfield, Ill. 


Designers, Fabricators 


and Erectors of 
BENT TUBE BOILERS 
STRAIGHT TUBE BOILERS 
SUPERHEATERS 
DESUPERHEATERS 
AIR HEATERS 
ECONOMIZERS 
WATERWALLS 
A Springfield | COMPLETE STEAM 


Divided Furnace | GENERATING UNITS 
Design a 








SPECIALIZING IN STEAM GENERATING EQUIPMENT SINCE 
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The New Model L 


GRINNELL 
CONSTANT-SUPPORT 


@ 16 spring sizes to meet the entire range 
of loads from 141 Ibs up to 19,530 Ibs. 


@ 3 physical structures to accommodate 
total travel requirements of 214 inches, 
5 inches and 10 inches maximum. 


@ Wider load range for each hanger size. 


















































@ Greater total travel. 


@ Field load adjustment can be accom- 
plished by turning a single bolt. 














@ The total travel of sizes 1 through 12 
inclusive may be changed in the field. 





@ The hanger is nearly symmetrical and 
the load coupling is suspended from 
the center of the hanger. 


Grinnell Constant-Supports maintain full 
safety factor in supporting high tempera- 
ture, high pressure piping. They provide 
constant support to piping subject to ver- 
tical movement, in all positions of travel. 
Non-resonant. Mass-produced from stand- 
ard precision parts. Individually calibrated 
for each installation. Minimum headroom 
required. Data sheets available. 


GRINNELL 


WHENEVER PIPING IS INVOLVED 








GRINNELL COMPANY, INC., Provid RL Wareh Atlanta °° Billings * Buffalo © Charlotte 
C « Kansas City * Houston * Long Beach + los Angeles * Milwauk ° Mi 
Pocatello * Sacramento ¢* St.lovis * St.Paul «© Sanfrancisco ¢ 
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Can You Be Confident ? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securities—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 


proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 
information. 





National or Sectional Coverage 





® e 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS + PHILIP H. CARPENTER » WARREN W. AYRES 





70 PINE STREET, NEW YORK &, NEW YORK 











plings are different—there are more 
n thirty different types. The right 


pling in the right place means long, 


ble-free service. The Capitol cou- 
g you specify is made for the job— 
can depend on it. 


plic Utilities, Railroads, and Industry 
k to Capitol for specialized needs. 
pitol couplings are made to the 





Specify Capitol Couplings 


PLINGS .- 
NACE COWS 


NIPPLES 


specifications of the American lron and 
the 
American Railroads, and the American 


Steel Institute, Association of 
Petroleum Institute. This means top per- 
formance under exacting conditions. 


Capitol dependability is backed by a 
quarter-century of service through 
recognized wholesalers. 


MFG. & SUPPLY CO. 
COLUMBUS, OHIO 





PIPE F 








. « pacemaker 
power generating equipme 


This photo shows Elliott teama™ 
at its best — three units vital tp 
nomical power generation, group 
a single utility plant. In the samep 
although not shown in the phot 
also an Elliott surface condense 
an Elliott evaporator pre-heater, 





Wherever quality performance 
valued you are likely to find the 

nameplate on a wide variety of m 
power plant equipment. 


tee a ee eee Deaerator and Heater De; 
JEANNETTE, PA. 

Plants at: JEANNETTE, PA. * RIDGWAY, 

AMPERE,N.J.* SPRINGFIELD, 
NEWARK, N. J. 

DISTRICT OFFICES I* PRINCIPAL ¢ 
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{ Pennsylvania Electric Association, Prime Movers Committee, begins meeting, Belle- 
fonte, Pa., 1951. 





17 ree of Electrical Distributors ends annual convention, Atlantic City, 





Y American Gas Association will hold executive conference, White Sul her S; S, 
W. Va., June 11, 12, 1951. ? pring 





{ American Society of Mechanical Engineers will hold semiannual meeting, ‘ey 
Toronto, Canada, June 11-15, 1951. 





1 Is tsi. Society of Civil Engineers will hold summer meeting, Louisville, Ky., June 





J Institution of Gas Engineers begins meeting, London, England, 1951. 





{ Washington Independent Telephone Association and Oregon Independent Telephone 
Association will hold meeting, Portland, Ore., June 15, 16, 1951. 








{ Natural Gas and Petroleum Association of Canada begins annual convention, Hamil- 
ton, Ontario, Canada, 1951. 





z JUNE 9 





Y American Gas Association begins executive conference, Chicago, Ill., 1951. 





{ National Sales Executives begin convention, New York, N. Y., 1951. 





{ Illuminating Engineering Society, National Council, will hold meeting, New York, 
N. Y., June 14, 1951. 





1 oer Electric Institute begins nineteenth annual convention, Denver, Colo., ®@ 





1 One, 1 qf. fecting & Heating Appliance Manufacturers begins meeting, Cincinnati, 
io 











{ New York State Telephone Association begins annual convention, Elmira, N. Y., 1951. 
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Fire Prevention Demonstration 
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Compensating for Dollar Inflation 


In Rate Regulation 


A proposed solution to problems created in rate 
making by the continued inflation of the dollar. 


By CLARENCE H. ROSS* 


NE of the most difficult prob- 
lems of the present-day rate 


case is that of devising a 
method acceptable to the commissions 
and the courts for the determination 
of (1) a rate base expressed in terms 
of the real value of the dollars pru- 
dently invested therein rather than in 
terms of nominal dollars, and (2) a 
“return on” and “depreciation of” 
such investment in terms of the real 
values invested rather than in terms of 
nominal dollars. This form of ap- 


*For personal note, see “Pages with the 
Editors,” i 
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proach requires a variation in the ap- 
plication of the original cost theory 
from that currently followed by many 
Federal and state commissions and 
courts. The approach proposed does 
not suggest the abandonment of the 
original cost theory but only the 
equitable application thereof under 
present-day circumstances. 

One of the most significant state- 
ments contained in the famous case of 
Federal Power Commission v. Hope 
Nat. Gas Co. (1944) 320 US 591 [51 
PUR NS 193], is, in my opinion, 
found on page 603 : 
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The rate-making process under the 
act; t.¢., the fixing of “just and rea- 
sonable” rates, involves a balancing of 
the investor and consumer interests. 
Thus we stated in the Natural Gas 
Pipeline Company Case that “regula- 
tion does not insure that the business 
shall produce net revenues.” 315 US 
at p. 590. But such considerations 
aside, the investor interest has a legiti- 
mate concern with the financial in- 
tegrity of the company whose rates are 
being regulated. From the investor or 
company point of view it is important 
that there be enough revenue not only 
for operating expenses but also for the 
capital costs of the business. These 
include service on the debt and divi- 
dends on the stock. Cf, Chicago & 
G. T. R. Co. v. Wellman (1892), 143 
US 339, 345, 346, 36 L ed 176, 12 SCt 
400. By that standard the return to 
the equity owner should be commen- 
surate with returns on investments in 
other enterprises having corresponding 
risks. That return, moreover, should 
be sufficient to assure confidence in 
the financial integrity of the enterprise, 
so as to maintain its credit and to 
attract capital. See Missouri ex rel. 
Southwestern Bell Teleph. Co. v. Pub- 
lic Service Commission, 262 US 276, 
291, 67 L ed 981, PUR 1923C, 193... 
(Mr. Justice Brandeis concurring). 


MPARE this statement with that 

made by Mr. Justice Brandeis, al- 
most thirty years ago, on page 291 of 
his concurring opinion in Missouri ex 
rel. Southwestern Bell Teleph. Co. v. 
Public Service Commission, 262 US 
276, PUR 1923C 193, as follows: 


. . « The compensation which the 
Constitution guarantees an oppor- 
tunity to earn is the reasonable cost 
of conducting the business. Cost in- 
cludes not only operating expenses, 
but also capital charges. Capital 
charges cover the allowance, by way 
of interest, for the use of the capital, 
whatever the nature of the security 


issued therefor ; the allowance for risk 
incurred ; and enough more to attract 
capital. The reasonable rate to be 
prescribed by a commission may allow 
an efficiently managed utility much 
more. But a rate is constitutionally 
compensatory, if it allows to the utility 
the opportunity to earn the cost of 
the service as thus defined, 

To decide whether a proposed rate 
is confiscatory, the tribunal must de- 
termine both what sum would be 
earned under it, and whether that sum 
would be a fair return. 


Thus, these cases indicate that the 
rate of return should be commensurate 
with returns on investments in other 
enterprises having corresponding risks 
and will be compensatory only if the 
return is sufficiently adequate to per- 
mit the company to obtain the addi- 
tional capital required by its business, 
presumably at a price which will re- 
sult in no dilution of the capital pres- 
ently invested. 


Pw as the doctrine of the majority 
opinion of the Hope Natural Gas 
Case with respect to rate base and rate 
of return rests upon the concurring 
opinion of Mr. Justice Brandeis in the 
Southwestern Bell Telephone Case, so 
does the doctrine of the Hope Natural 
Gas Case with respect to depreciation 
rest upon the dissent of Mr. Justice 
Brandeis in United R. & Electric Co. 
v. West, 280 US 234, 259, 288, PUR 
1930A 225. 

Because of this conclusion that the 
present-day thinking of the Federal 
commissions and the United States 
Supreme Court, as epitomized in the 
Hope Natural Gas Case, with respect 
to rate base, “return on,” and “de- 
preciation of” is based on these fa- 
mous dissenting opinions, I have made 
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an analysis of the premises of these 
opinions. 

From this analysis, my conclusion 
is that these cases are based on the 
premise that the value of the dollar 
current from year to year in which the 
return is paid and in which deprecia- 
tion is computed will have an average 
value equivalent to that of the related 
dollar invested in the rate base. It is 
only on this basis that the value of the 
property being depreciated can be re- 
stored to the company through annual 
allowances for depreciation under the 
original cost theory. Moreover, it is 
only on this basis that an investor, un- 
der the original cost theory, can re- 
ceive a return commensurate with the 
value of his capital at the time it was 
invested in the enterprise. It is only 
by giving recognition to the difference 
between (1) the purchasing power 
of the dollar invested in the rate base 
and (2) the dollar in which the return 
is being paid and annual allowance for 
depreciation is being computed, that 
the premise, upon which these cases 
are based, can be met. 


me the original cost theory 
has, so far, been unable to com- 
pensate for the effect caused by the 
inflation in the monetary unit in which 
“return on” and “depreciation of” is 
computed, the credibility of the orig- 


inal cost theory is being increasingly 
questioned. As stated above, the orig- 
inal cost theory, as presently applied, is 
only valid if the price fluctuations now 
being experienced are part of a cycle 
of a regular pattern of a reasonable 
duration, over the life of which prices 
will average out at a level equivalent 
to the average value of the “original 
cost” dollar invested. In the case of 
“return on,” this cycle certainly should 
not extend beyond a decade, which is 
a substantial portion of the life of an 
investment, or in the case of “depre- 
ciation of” the cycle could not reason- 
ably extend beyond the average serv- 
ice life of the related property. 


HE utilities, and those commis- 

sions which overtly concur in the 
original cost theory but which wish to 
preserve the integrity of the public in- 
vestment in the utilities, are continual- 
ly seeking ways of ameliorating the 
unjust effect of the computation in 
current dollars of “return on” and 
“depreciation of” an original cost rate 
base. One approach to this is to seek to 
maintain the financial integrity of the 
utility by adopting the theory that the 
utility is entitled to a rate of return 
“sufficient to assure confidence in the 
financial integrity of the enterprise, so 
as to maintain its credit and to attract 
capital” without dilution therein. 


% 


q 


“Wuere the original cost of the plant account of a utility 
is roughly equivalent to the cost stated in terms of the 
1932 dollar (which might be possible if a utility had made 


only a minority of its plant construction during infla- 
tion), the present current dollar allowances for annual 
depreciation over the service life of such property would 
be approximately twice those computed in the original 
cost dollars with which the property was acquired.” 
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—— supreme judicial court of 
Massachusetts, in New England 
Teleph. & Teleg. Co. v. Department 
of Public Utilities, decided February 
28, 1951, held that on a 45 per cent 
debt ratio “a net return of less than 
8.5 per cent on stock capital or less 
than 6.23 per cent on the sum of both 
kinds of capital is below the level 
where confiscation begins.” On rein- 
vested surplus, which the court found 
was neither debt capital nor stock 
capital, but which had been derived 
from both kinds of capital, it held that 
a lower rate of return than the com- 
posite rate, or 6.23 per cent, would be 
confiscatory. The court stated: 


It is repeatedly stated or implied in 
the decided cases, so far as we know 
without contradiction, that one of the 
constitutional rights of a regulated 
utility is the right to earn a sufficient 
return to maintain its credit and to 
obtain additional capital when needed 
to enable it to serve its public. 


The court cited in support thereof, the 
Hope Natural Gas Case and the con- 
curring opinion referred to above of 
Mr. Justice Brandeis in Missouri ex 
rel. Southwestern Bell Teleph. Co. 
v. Public Service Commission, 262 
US 276. 

The public service commission of 
Wisconsin, in the case of LaCrosse 
Telephone Corp. (1950) 2-U-3249, 
85 PUR NS 401, acquiesced in the 
contention of the company that it 
needed a return of 10 per cent on its 
equity capital on a 52 per cent debt 
ratio in order to permit the company 
to attract additional equity capital 
without dilution of that already in- 
vested. This was equivalent to a com- 
posite return on capitalization of 6.53 
per cent. 
MAY 24, 1951 


This approach is sometimes called 
the “cost of capital” or “earnings re- 
quirement” approach. The theory is 
that so long as the utility is able to 
raise additional capital without ob- 
vious dilution of existing capital, the 
financial integrity of the utility is as- 
sured. This fails to give recognition to 
that standard by which “the return to 
the equity owner should be commen- 
surate with the return on investments 
in other enterprises with correspond- 
ing risks.” All that the earnings re- 
quirement theory grants is enough re- 
turn to make up for the deficiency in 
return in so far as it is recognized by 
the investor. No attempt is made to 
measure the real deficiency in the 
return. 


i approach to the ameliora- 
tion of the unjust effect of the 
strict application of the original cost 
theory is that of recognizing other 
factors in the rate base, such as 
trended original cost (based on con- 
struction indices) and reproduction 
cost. This gives the commission a 
basis for granting a return not justi- 
fied by the strict application of the 
original cost theory. In these cases 
the original cost theory is shown to 
produce an unreasonably low return 
in terms of the purchasing power of 
the dollar received for return and de- 
preciation. The extent of the inequity 
produced by inflation in the monetary 
unit is measured by use of reproduc- 
tion cost or trended original cost in- 
dices as measuring sticks. 

Attempts have also been made from 
time to time to measure the inequity 
of the original cost rate base by the 
use of various indices. The usual pres- 
ent-day approach consists of restating 
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The Double Puzzle in Every Rate Case 


as © of the most difficult problems of the present-day rate case is 

that of devising a method acceptable to the commissions and the 

courts for the determination of (1) a rate base expressed in terms of 

the real value of the dollars prudently invested therein rather than in 

terms of nominal dollars, and (2) a ‘return on’ and ‘depreciation of’ 

such investment in terms of the real values invested rather than in terms 
of nominal dollars.” 





the plant account and rate base in 
terms of the current dollar by use of 
these indices. This method has never 
had the success it deserves, in my 
opinion, largely because the increase 
in the rate base resulting from the use 
of this method has been misinterpret- 
ed by rate-making bodies as a form of 
“write-up,” which it is not. 


I times of falling prices the com- 
missions have not always been so 
reluctant to restate the rate base in 
terms of an index. See Re Chesapeake 
& Potomac Teleph. Co. (West Case) 
before the Maryland Public Service 
Commission (1933) 1 PUR NS 346, 
and St. Petersburg Merchants Associ- 
ation et al. v. Peninsular Teleph. Co. 
(1934) Docket No. 1155, before the 
railroad commission of the state of 
Florida. In the indices used in both 
these cases the 1932 dollar was used in 
stating the rate base and in both cases 
it was proposed that the return be paid 
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in dollars current from time to time, 
thus failing to give recognition to the 
difference in purchasing power be- 
tween the dollar invested and the dol- 
lar in which the return was to be paid. 
Because of the failure of the West 
Case to give recognition to this fact, it 
was reversed by the United States Su- 
preme Court in West v. Chesapeake & 
Potomac Teleph. Co. (1935) 295 US 
662, 8 PUR NS 433. The order of 
the commission in the West Case in- 
cludes an extensive discussion of the 
use of indices and is of special interest 
in that Charles W. Smith, chief of the 
bureau of accounts, finance, and rates 
of the Federal Power Commission, 
was then chief auditor of the Mary- 
land commission. In this capacity, 
Mr. Smith prepared and applied the 
indices relied upon by the commission. 


N the rate case of Middle States 
Telephone Company of Illinois 
(Middle States), Case No. 39022, 
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now pending before the Illinois Com- 
merce Commission, I have made a 
somewhat different approach to the 
measurement of the inequity of the 
current application of original cost 
theory which I think has important 
features not heretofore developed. In 
this approach the difference in pur- 
chasing power between the dollar in- 
vested, and the dollar in which the re- 
turn is to be paid, is recognized and 
computed. This approach works 
equally well whether subsequent pe- 
riods be those of inflation or deflation 
of the dollar. What I have done in 
the Middle States Case is to restate 
the rate base and earnings require- 
ment in terms of the 1935-39 dollar by 
use of the commodity index of the Bu- 
reau of Labor Statistics of the De- 
partment of Labor, and also in terms 
of the 1939 dollar by use of an index 
recently adopted by the Department of 


Commerce in restating the gross 
amount of the national product of the 
country. The table on page 669 sets 
forth this restatement of the plant ac- 
count. 


HIS approach avoids an undesir- 

able feature of the orthodox 
method of determining the rate base by 
the use of indices in that here the plant 
account is written down instead of be- 
ing written up. Thus the possibility of 
misinterpretation of this method as a 
“write-up” is avoided. Moreover, 
once the rate base is determined in 
terms of the constant dollar by this 
write-down, it need never be changed, 
whereas under the orthodox applica- 
tion of the index method, a different 
rate base results with every future 
change in the index. This results in a 
MAY 24, 1951 


fluctuating rate base for identical 
property, which fact in itself suggests 
instability. The proposed constant 
dollar rate base meets the test spelled 
out by Mr. Justice Brandeis in Mis. 
souri ex rel. Southwestern Bell 
Teleph. Co. v. Public Service Com- 
mission, 262 US 276, page 307 [PUR 
1923C 193], as follows: 


It (the rate base) would not fluctu- 
ate with the market price of labor, or 
materials, or money. It would not 
change with hard times or shifting 
populations. It would not be distorted 
by the fickle and varying judgments 
of appraisers, commissions, or courts. 
It would, when once made in respect 
to any utility, be fixed, for all time, 
subject only to increases to represent 
additions to plant, after allowance for 
the depreciation included in the annual 
operating charges. 


~ that the amount of accrued 
depreciation deducted in the 
Middle States Case from the restated 
rate base was the amount shown per 
books after restatement into terms of 
the same dollar in which the rate base 
was restated. It is recognized that this 
restatement of accrued depreciation is 
only valid on the basis that the average 
value of the dollar represented in the 
depreciation reserve is equivalent to 
the average dollar included in the 
gross plant account. While it is very 
unlikely that these average values are 
the same, it is not likely in a utility 
property that the difference would be 
material. 

All subsequent additions to or re- 
tirements of the gross plant account, 
for rate-making purposes, would, of 
course, be stated in terms of the con- 
stant or base dollar and thus there 
would be no necessity for any restate- 
ment or redetermination at any later 
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date of the rate base except for actual 
intervening changes in the property 
itself. 

In the Middle States Case an earn- 
ings requirement of $363,035.95 was 
resented which was determined as 
follows: At October 31, 1950 (the 


closing date for the rate case), the 
company’s capitalization consisted of 
outstanding bonds of $3,443,000, tem- 
porary parent company advances of 
$600,000, preferred stock of $600,- 
000, common stock of the par value of 
$1,347,325, premium on common 


e 


MIDDLE STATES TELEPHONE COMPANY OF ILLINOIS 


Statement Showing Telephone Plant in Service at Cost As Reflected on the Company’s Books 
Of Account and in 1935-1939 Dollars (Note 1) and 1939 Dollars (Note 2) 


Telephone Plant in Service 10/31/50 
1935-39 1939 


Description 
b 


Per Books 
(c) 


Buildings 

Central office equipment 
Station apparatus 

Station installations 

Drop and block wires 
Private branch exchanges 
Booths and special fittings 
Exchange pole lines 

Toll pole lines 

Aerial cable 
Underground cable 

Buried cable 

Exchange aerial wire 
Toll aerial wire 
Underground conduit 
Furniture and office equipment .. 
Transportation equipment 
Tools and work equipment 


Dollars 
(Note 1) 
(d) 

22,220.84 
38,073.83 
147,573.20 
1,366,739.04 
639,667.23 
193,211.89 
174,604.81 


58,737.30 
16,562.95 


Dollars 
(Note 2) 
(e) 
$ 22,537.53 

37,767.98 
131,614.58 
1,293,842.11 
611,315.53 
184,673.81 





$7,012,534.23 


Depreciation reserve at 14.8397%.. 1,040,637.40 





$4,667,644.69 
692,664.47 


$4,457,803.99 
661,524.74 





$5,971,896.83 





$3,974,980.22 


$3,796,279.25 





Contributions for telephone 


plant, .420556% $ 29,491.62 





$ 19,630.06 


$ 18,747.56 





Net property $5,942,405.21 





$3,955,350.16 


$3,777,531.69 


Notes: Column (c) gives the company’s telephone plant in service as of October 31, 1950, 


by classified accounts. 


(1) The property in service in each of the above accounts at October 31, 1950, was segre- 


gated into the years in which such property was installed from 1927 to date. The book cost 
for each of such years was converted into cost expressed in terms of the 1935-39 dollar by 
use of the “Consumers’ Price Index for Moderate Income Families in Large Cities” of the 
Bureau of Labor Statistics, U. S. Department of Labor (BLS index). The total for all such 
years for each account is shown in column (d). 

(2) In column (e) is shown the total of the book cost for each of the years 1927 to date 
for each of the accounts expressed in terms of the 1939 dollar by use of the price index used 
by the office of business economics of the U. S. Department of Commerce in “Estimates of 
Gross National Product in Constant Dollars, 1929-49,” January, 1951, Survey of Current 
Business (monthly publication of the Department of Commerce). 
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stock of $232,680, and earned surplus 
of $334,074.58. Annual interest 
charges on bonds and advances and 
preferred stock dividends amounted to 
$171,628. 

The company took the position 
that, in order to permit it to obtain 
the additional capital required by 
its business without dilution of the 
capital presently invested, it required 
a return of 10 per cent on the book 
value of its common stock ($1,914,- 
079), or a return of $191,407.95. The 
sum of $171,628 and $191,407.95 re- 
sults in the foregoing “earnings re- 
quirement” (net operating earnings 
after taxes, but before interest) of 
$363,035.95. The propriety of this re- 
turn was tested by various considera- 
tions, such as the level of customer 
rates which would be required to pro- 
duce the necessary revenue. The ade- 
quacy of this return was also measured 
by restating the rate base and the 
earnings requirement in terms of a 
dollar of a constant value. The ex- 
hibit introduced in the Middle States 
Case showing this restatement of its 
rate base and earnings requirement 
was substantially as shown in the table 
on page 671. 

(In the Middle States Case the ex- 
hibits on pages 669 and 671 were in- 
troduced and identified for the record 
on February 6, 1951, but will not be 
offered in evidence until completion of 
cross-examination. ) 


HE first column shows that the 

earnings requirement of $363,- 
035.95 stated in terms of current dol- 
lars, when related to the rate base 
stated per books, results in a return of 
5.78 per cent. The second column 
shows that the requirement of $363,- 


035.95 restated in terms of the 1935. 
39 (BLS) dollar, when related to the 
rate base also stated in terms of the 
1935-39 (BLS) dollar, results in a re. 
turn of 5.05 per cent, and the third 
column shows that when the require. 
ment is restated in terms of the 1939 
(Department of Commerce) dollar, 
when related to the rate base also stat- 
ed in terms of the same dollar, the re- 
turn is 5 per cent. 

The modest amount of the differ- 
ence in these various rates of return 
is explained by the fact that well over 
one-half of the plant account of Mid- 
dle States has been installed within the 
last four years, for which payment 
was made in dollars having an index 
value not too far removed from that 
in which the earnings requirement is 
currently payable. In cases of com- 
paratively old utility properties it is 
easily possible that the average dollar 
invested would have twice the pur- 
chasing power of the 1951 dollar. In 
such cases a rate of return of 6 per 
cent, for example, paid in 1951 dol- 
lars would really be a return of only 
3 per cent stated in terms of the aver- 
age dollar used in the installation of 
the property of the company. 


Ww any index, or combination 
of indices, which fairly indicates 
the relative purchasing power of the 
dollar over the periods being ex- 
amined could be used with equal 
propriety, I have used the BLS index 
because its value for this purpose has 
received widespread recognition. The 
Department of Labor reports that 
over 700 wage contracts covering 
over 2,700,000 employees have esca- 
lator clauses tied directly into the 
BLS index. 
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Per Books mesic pane 1939 Dollars 
(b) 


Net Telephone Plant in 


(c) 


Service 10/31/50 ey $3,955,350.16 $3,777,531.69 


Materials and Supplies 


134,026.94 126,703.06 


Working Capital 111,118.90 64,230.58 60,720.71 
$6,285,390.71 $+153,607 68 $3,964,955.46 


Earnings Requirement $ a 


Per Cent Return 


209,847.37 $ 198,380.03 
8% 5.05% 5.00% 


Note: The book figures shown in column (a) were converted into 1935-39 dollars by use of 
the Bureau of Labor Statistics index, the results of which are shown in column (b), and were 
converted into 1939 dollars by use of the Department of Commerce index, the results of which 


are shown in column (c). 





I used the index adopted by the De- 
partment of Commerce in “Estimates 
of Gross National Product in Con- 
stant Dollars, 1929-49,” supra, be- 
cause this constitutes a recognition by 
an important department of the 
United States government of the fal- 
lacy of making comparisons with re- 
spect to different years in terms of the 
current dollar. The Department of 
Commerce in this article recognized 
that a comparison of the volume of 
the gross national product stated in 
terms of dollars current from time to 
time was meaningless and found it 
necessary to restate such production in 
terms of a constant dollar to overcome 
the distortion in comparisons made 
in terms of the current dollar. 

The value of the method proposed 
by me is that it provides an uncom- 


plicated and easily applied method of 
measuring the difference between the 
real return, measured in terms of a 
constant dollar, and the illusory re- 
turn, measured in terms of the current 
or nominal dollar. Whether a rate of 
return determined by the earnings re- 
quirement method or by comparison 
with the returns on investments in 
other enterprises having correspond- 
ing risks is appropriate can be ac- 
curately measured by this method and 
a comparatively accurate determina- 
tion can be made of whether such rate 
is really compensatory. 


-_ validity of the use of the 
measuring stick proposed is even 
more apparent in connection with de- 
termining the annual allowance for 
depreciation than it is in determining 
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the rate of return. Every one agrees 
that, 

Broadly speaking, depreciation is 
the loss, not restored by current 
maintenance, which is due to all the 
factors causing the ultimate retirement 
of the property. . . . In determining 
reasonable rates for supplying public 
service, it is proper to include in the 
operating expenses, that is, in the cost 
of producing the service, an allowance 
for consumption of capital in order to 
maintain the integrity of the invest- 
ment in the service rendered. (Mr. 
Chief Justice Hughes in Lindheimer 
v. Illinois Bell Teleph. Co. (1934) 
292 US 150, 167 [3 PUR NS 337].) 


The issue is whether the amount of 
this loss shall be computed in terms of 
the constant dollar value, or the cur- 
rent dollar value, of the annual loss 
being suffered. It is perfectly obvious 
that unless the constant dollar value of 
the property is recovered through an- 
nual charges to depreciation over the 
service life of the property, that con- 
fiscation to the extent of the deficiency 
has occurred and the integrity of the 
investment has not been maintained. 
If depreciation is computed in terms 
of the current dollar, this deficiency is 
bound to occur unless the average 
purchasing power of the dollar during 
the service life of the property is 
equivalent to the average value of the 
dollar invested. 


it seems clear, therefore, that equity 
requires that the annual allowance 
for depreciation be computed in terms 
of a constant dollar having the same 
purchasing power as the dollar in 
which the value of the property to be 
depreciated is stated. Under the 
method proposed the gyration in the 
purchasing power of the dollar during 
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the service life of the property will 
not interfere with the recovery over 
the service life of the property of the 
value invested therein. 

If the purchasing power of the dol- 
lar goes down more dollars of such 
reduced purchasing power will be re- 
quired in any one year for annual de. 
preciation and if, on the other hand, 
the purchasing power of the dollar 
goes up this requirement will be re 
duced in terms of the then current dol- 
lar. At the end of the service life of 
the property there will be neither an 
excess nor a deficiency in the value re- 
turned if this method is used. The 
only excuse for not using it is the con- 
tention that over the service life of 
the utility property the average pur- 
chasing power of the dollar current 
from year to year will be equivalent 
to that of the dollar invested. The 
facts of life today indicate that this is 
a forlorn hope with very little pros- 
pect of realization. To the extent that 
it is not realized the utility industry 
will continue to suffer irreparable con- 
fiscation. 


oe the original cost of the 
plant account of a utility is 
roughly equivalent to the cost stated 
in terms of the 1932 dollar (which 
might be possible if a utility had made 
only a minority of its plant construc- 
tion during inflation), the present cur- 
rent dollar allowances for annual de- 
preciation over the service life of such 
property would be approximately 
twice those computed in the original 
cost dollars with which the property 
was acquired. This, however, is as it 
should be, if confiscation of property 
of the utility is to be avoided. The 
effect (assuming no additions and 
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aso assuming other assets equivalent 
to liabilities) would be that of dou- 
bling the book value in terms of cur- 
rent dollars of the outstanding securi- 
ties of the company, and if the com- 
pany had a debt ratio of 50 per cent, 
the book value, in terms of current 
dollars, of the stock would be tripled. 
(The book value of the securities of 
the company would be unchanged in 
terms of 1932 dollars.) This fact 
alone, however, would not result in 
any unjust enrichment of the stock- 
holder as none of these depreciation 
allowances is available to the stock- 
holder as earnings, if the utility is to 
preserve the investor integrity. 

If an appropriate rate of return for 
the utility property referred to in the 
foregoing paragraph were 6 per cent 
in 1932, there does not seem to be any 
valid reason why the same real return 
should not be realized with respect to 
the same property in 1951, even 
though: the realization of this return 
may require the payment of twice as 
many of the dollars current in 1951 
as would have been required to pay 
the same return in 1932 dollars. 


[' we also assume that this company 
had a rate base of $2,000,000 (in 
terms of 1932 dollars) represented by 
$1,000,000 of 4 per cent bonds and 
$1,000,000 of common stock invested 
in 1932, the company, in 1932, assum- 
ing it was entitled to a 6 per cent re- 
turn, would have an earnings require- 
ment of $40,000 of interest and $80,- 
000 with respect to the common stock, 
or a total of $120,000 of 1932 dollars. 
In 1951, the purchasing power of the 
1951 dollar being approximately one- 
half of the 1932 dollar, the company, 


presumably, would be entitled to 240,- 
000 1951 dollars of return. This 
might be objected to on the basis that 
the stockholders are entitled to only 
two 1951 dollars in lieu of each 1932 
dollar, or two times 80,000, or 160,- 
000 1951 dollars. As the interest 
charge of 40,000 1932 dollars could 
still be discharged by the payment of 
40,000 1951 dollars, it could be con- 
tended that the consumers should bene- 
fit to the extent of 40,000 1951 dollars 
and the return might properly be 
fixed at 200,000 1951 dollars, or the 
equivalent of $100,000 in 1932 dol- 
lars. Thus the real rate of return 
would be reduced to 5 per cent though 
it would be equivalent to 10 per cent 
in 1951 nominal dollars. It could be 
contended that the discharge by the 
company of its debt obligations in 
terms of current dollars without rec- 
ognition of their deficiency in pur- 
chasing power is justified by the fact 
that a purchaser of debt securities 
might be said to have taken this risk 
by the very nature of his contract. 


} hy the case of a utility plant account 
installed at present-day costs, this 
situation might well be reversed if the 
average purchasing power of the dol- 
lar during the service life of the prop- 
erty should increase over the pur- 
chasing power of the average dollar 
invested. In this event the stockhold- 
er might be entitled to fewer current 
dollars of return and fewer current 
dollars might be required for the an- 
nual allowance for depreciation. The 
customers of the company, however, 
would, in this case, have to bear any 
loss resulting from payments made to 
creditors in premium dollars. 
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Florida’s New Full-powered 
Commission 


The current session of the Florida legislature has finally ap- 

proved an oft-proposed measure to gwe the state regulatory 

commission jurisdiction over private gas and electric com- 
panies. This is a description of the measure’s provisions. 


By C. E. WRIGHT* 


HE state of Florida, by act of the 


legislature, has placed private 
electric and gas utility companies 
under control of the state railroad and 
public utilities commission, effective 
immediately after the new law was 


signed by the governor. The new 
law specifically exempts municipally 
owned electric and gas utilities, REA 
cooperatives, nonretail natural gas 
pipelines, and bottled gas. The bill 
passed the house of representatives 65 
to 25, and the senate 30 to 4. 

This result was not opposed by the 
private utility companies. On the con- 
trary, they rather favored some such 
legislation in view of the fact that it 
does away with a multiplicity of many 
local regulations. The law came about 
after a 12-year fight in the state. In 
every biennial session of the state 
legislature since 1939, one or more 


*For personal note, see “Pages with the 
Editors.” 
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bills have been introduced for state 
regulation to replace the county and 
city regulatory measures, but these 
were defeated by the combined oppo- 
sition of the Florida Municipal Utili- 
ties Association and the Florida REA 
Codperatives Association. 

Last December the Florida REA 
Codperatives Association, at a spirited 
meeting in Jacksonville, withdrew its 
opposition to regulatory legislation 
provided the codperatives were ex- 
empted. Of the 16 codperatives in the 
state, there were two irreconcilables, 
one of them the Clay Electric Co- 
6perative, Inc., of Keystone Heights, 
the largest co-op in Florida. 

The act supersedes rate-making and 
regulatory functions of the nation’s 
only county regulatory utility commis- 
sion in Pinellas county (St. Peters- 
burg); Tampa; Miami; and other 
cities wherever there is a municipal 
rate-making body. 
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The present litigation of the Pinel- 
las utility board is expressly exempted 
as this case is being heard in the 
Florida Circuit Court at the present 
time. 


5 fe position of the private utility 
companies was recently stated by 
McGregor Smith, president of Florida 
Power & Light Company, Miami, to 
the Miami Herald. He said that his 
company would not oppose a statewide 
regulatory measure, stating that “if 
it is a fair bill, and I mean fully pro- 
tects the public as a bill should do, and 
also is fair to the utilities, I would 
want to see such a measure become 
law.” He added that “having cut my 
eyeteeth as an engineer for a statewide 
utility commission, I certainly am not 
opposed to statewide regulation and 
recognize that statewide regulation is 
much more efficient and economical 
than the few individual local boards 
that now exist.” 

Two bills for regulation were in- 
troduced in the current session of the 
Florida legislature. The one which 
was passed was known as the Dowda 
Bill and was drawn up by Thomas B. 
Dowda, representative for Putnam 
county, and a prominent attorney of 
the city of Palatka, Florida. The 
other bill, known as the Baynard Bill, 
considerably more complex than the 
Dowda Bill, made little headway in 
the legislature in competition with the 
rival measure. 

At a hearing on the Dowda Bill be- 
fore the house committee on public 
utilities at Tallahassee, which lasted 
only a few hours, representatives of 
the private utility companies were 
present, but took no part in the pro- 
ceedings. The principal opposition to 
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the bill came from representatives of 
the Florida Municipal Utilities Asso- 
ciation, which embraces about 20 
municipally owned plants in the state. 

Such opposition seemed to be based 
on some apprehension that the same 
authority which took the municipals 
out of the bill might some day put 
them back in again. In other words, 
there was a fear that, contrary to the 
general trend in regulatory legislation 
elsewhere in the United States (which 
tends towards more and greater ex- 
emption of municipal plants and co- 
Operatives), some future amendment 
of the law would place such bodies in 
Florida under the regulation of the 
state commission. Something was also 
said about the possibility of “political 
influence” developing around the 
commission. 


——- of home-rule regulation 
(municipal), of course, opposed 
the bill in principle, since the elimi- 
nation of such regulatory control 
was basically the main interest of the 
new law. Although the city of Miami, 
for example, does not own its power 
plant, the city charter gives it rate- 
making powers. Some of the city offi- 
cials of Miami even hinted that pass- 
age might tempt Miami to build its 
own municipally owned electric plant. 
But, oddly enough, there was no 
formal opposition to the bill registered 
from the two large municipal plant 
cities, Jacksonville or Tallahassee. 
The state commission has the pow- 
er, among others, to prescribe uniform 
system of accounts which “shall set up 
adequate, fair, and reasonable depre- 
ciation rates and charges,” to make 
investigations and to require informa- 
tion and periodic reports, to require 
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Florida Municipals and Co-ops Exempt 
atl ier state of Florida, by act of the legislature, has placed private 


electric and gas utility companies under control of the state 
railroad and public utilities commission, effective immediately after 


the new law was signed by the governor. 


The new law specifically 


exempts municipally owned electric and gas utilities, REA coépera- 
tives, nonretail natural gas pipelines, and bottled gas.” 





additions to plant to provide service, 
and to make such rules and regula- 
tions. 

The act provides that the commis- 
sion shall determine the “actual legit- 
imate costs” of used and useful prop- 
erty and keep a current record of “net 
investment” which shall be the value 
for rate-making purposes and which 
“shall be the money honestly and 
prudently invested” in used and use- 
ful property less accrued depreciation 
and without good-will or going con- 
cern values. No allowable rate or re- 
turn is specified but the act provides 
for rate changes where the state com- 
mission finds that the “rates are insuf- 
ficient to yield reasonable compensa- 
tion for the services rendered.” 
Separate accounting of merchandising 
operations is required and profits and 
losses therefrom are not to be consid- 
ered in determining any rates. 

Another paragraph provides that no 
public utility shall be required to 
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furnish electricity or gas for resale; 
that all rates shall be “fair and reason- 
able”; that no utility shall give any 
unreasonable preference or advantage 
to any “person or locality or subject 
them to any undue or unreasonable 
prejudice or disadvantage.” 

It is further provided that the 
Florida Railroad and Public Utilities 
Commission shall have jurisdiction to 
regulate and supervise each utility 
with respect to rates, service, and the 
issuance and sale of its securities ma- 
turing more than twelve months after 
date of issue. 


I the exercise of its jurisdiction, 
the Florida Railroad and Public 
Utilities Commission shall have “ex- 
clusive and superior” authority over 
all local or sectional boards or com- 
missions. Within ninety days from 
the issuance of rules and regulations 
under the act, all Florida public utili- 
ties coming under the act must file with 











the commission their schedules show- 
ing all rates, classifications, and 
charges for service. As originally 
written, the law provided for ten days’ 
notice to the commission on any such 
changes in the rates or regulations; 
but this provision was amended to pro- 
vide for public hearings by the com- 
mission on any such changes, and the 
bill was further amended in the house 
to permit appeal from the rulings of 
the commission to the Florida 
Supreme Court by certiorari. 

The withdrawal of opposition to 
this bill on the part of most of the 
codperatives was due not only to their 
exemption from its provisions, as this 
exemption was specified in previous 
bills which failed to pass. With the 
growth of the codperatives, their busi- 
ness relationships with the private 
power companies, from which most of 
them obtain their power for distribu- 
tion, have become closer and more 
harmonious, resulting in similar aims 
so far as state regulation is concerned. 

Florida has seen a rapid growth in 
size of both REA co-ops and municipal 
electric plants. The codperative move- 
ment started in the late 1930’s, and 
has expanded into fifteen associations 
which serve many of the rural areas. 
Clay Electric, the largest, has mem- 
bers in twelve counties of the north- 
central section of the state. It gen- 
erates its own power at Keystone 
Heights, but all others, with the ex- 
ception of the Glades Electric Codp- 
erative, Inc., at Moore Haven, buy 




























[Yomctrat. electric plants are op- 
erated in 28 cities and towns, 
some generating their own power and 






FLORIDA’S NEW FULL-POWERED COMMISSION 


at wholesale and merely distribute it. 


others merely performing the trans- 
mission and distribution function. The 
two largest are in Jacksonville and Or- 
lando, the others being in Alachua, 
Bartow, Bushnell, Chattahoochee, 
Clewiston, Fort Meade, Gainesville, 
Green Cove Springs, Homestead, 
Jacksonville Beach, Key West, Kis- 
simmee, Lake Helen, Lake Worth, 
Lakeland, Leesburg, Mount Dora, 
New Smyrna Beach, Newberry, 
Quincy, St. Cloud, Starke, Tallahas- 
see, Vero Beach, Wauchula, and Wil- 
liston. 

The private power companies affect- 
ed by the new legislation are: Florida 
Power & Light Company, Miami; 
Florida Power Corporation, St. 
Petersburg; Tampa Electric Com- 
pany, Tampa; Gulf Power Company, 
Pensacola; and Florida Public Utili- 
ties Company, Atlanta, Georgia. Also 
affected are a number of gas com- 
panies. 


HE Florida Railroad and Public 

Utilities Commission, which will 
inherit the duty of administering the 
new law, already has gained much ex- 
perience and respect in the regulatory 
field of public utilities. In addition to 
fixing the rates and control of several 
of the intrastate rail and bus opera- 
tions, the commission has been active 
in a number of telephone cases. 

The chairman of the commission is 
Wilbur C. King and his associates are 
Richard A. Mack and Jerry W. Car- 
ter. The present staff is composed of 
rate experts and others who have been 
dealing with carriers and telephones, 
and will doubtless be augmented in the 
near future with gas and electric 
utility experts. 
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Transit—A Unique Business 


ParT II 


The peculiar economic position of the transit industry 

makes its particularly vulnerable to the impact of in- 

flation. Some suggested steps that might be taken to 
correct this situation. 


By JOHN H. BICKLEY* 


, ‘HE low earnings of the transit 
industry and the competitive im- 
pact of the private automobile 

already have been mentioned. Gen- 

erally, there is a tendency to attribute 
losses or a decline in profits to condi- 
tions beyond management’s control, 
and, while this is true in some cases, 
such explanation is at times incom- 
plete. Although practically all transit 
systems have suffered a decline in rid- 
ing during the past three years 

(Table II, Part I, May 10, 1951, 

issue, page 600) some companies did 

much better than others—in 1948, 

two, and, in 1949, three of the 27 com- 

panies included in Table I (page 599, 

Part I) earned over 10 per cent on net 

assets, compared with averages of 1.70 

per cent and 2.14 per cent, for the 

respective years. In 1948, nine com- 
panies, and, in 1949, eight companies 


*For personal note, see “Pages with the 
Editors.” 
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had profits of more than 3 per cent of 
sales. 

When profits shrink or vanish, it is 
necessary to look for betterment in 
many places. The raising of prices, 
especially when it drives away patron- 
age, is not always the sole or the best 
choice. Ordinarily, the way to combat 
the adverse effects of competition is 
not by the increasing of prices, but by 
lowering them, if financially feasible, 
or, at least, by fare adjustments that 
hold as much traffic as possible. 


Fares 


| emma of the past few years 
shows that the immediate effect 
of higher charges for transit service is 
an increase in revenue; but, as time 
goes on, riding falls off to such an ex- 
tent that finally revenues are no more, 
and may be less, than before fares 
were raised. The failure of higher 
fares to increase revenues, except in 
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1948, might suggest that fares should 
have been increased more. This prob- 
ably was so in some cases; neverthe- 
less, the raising of prices should be the 
last recourse when patronage is fall- 
ing. 

Fare raises were doubtless neces- 
sary and riding would have gone 
down, even without them; but it is not 
so certain that traffic would have fall- 
en as much as it has had fares been 
raised less, or if fare revisions had 
been made in a different way. There 
may be instances in which a certain 
fare will produce as much revenue as 
a higher one. If this is true, then the 
advantage of a larger charge is not in 
more revenues but in less expense. 


Moar. the usual response to 
higher costs and declining pa- 
tronage has been a general fare in- 


crease. Selective changes are seldom 
made, except that the adult fare may 
be raised, with no change in the school 
fare. This is the easy way, but it fails 
to recognize that transit systems sell 
different rides having different costs 
and values. In spite of a century of 
experience, the industry has not 
learned much about the construction 
of fares; and a satisfactory structure 
has not yet been devised, except per- 
haps in isolated instances. 
Well-designed price structures are 
rarely simple arrangements and 
transit fares have been oversimplified. 
Other utilities realize that prices 
charged cannot be the same for all 
users. Electric utilities sell one service, 
but this industry understands that 
many factors enter into prices. The 
average charge per kilowatt hour for 
commercial and industrial customers, 
in 1949, was 1.60 cents, and 3.01 
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cents for residential or domestic serv- 
ice. Furthermore, not all customers of 
the same general class pay the same 
average rate. Charges for telephone 
service likewise vary as among sub- 
scribers. These are sound practices 
and are in sharp contrast with the 
transit industry. 

In the opening comments, it was 
pointed out that almost universally, in 
the transit industry in this country, 
the passenger pays a fare unrelated to 
the length of his ride. 


Zone Fares 


ucH has been said and written on 

the subject of zone fares, but, 

with amazingly few exceptions, little 

has been accomplished. Fault does not 

rest exclusively with transit manage- 

ment ; public opposition is met because 

some patrons would have to pay more 
than the current rate. 

The basic idea of the zone fare is 
to impose a charge related in some 
measure to the length of the ride. This 
is equitable. There is no reason why 
a person who travels ten miles should 
not pay more than one who travels 
two or five miles. But the custom, 
however illogical and unreasonable, of 
a single fare for all rides is strongly 
rooted as far as transit companies are 
concerned. Nevertheless, the zone sys- 
tem is not uncommon; a number of 
cities have such fares for taxi service 
and in other communities taxi fares 
are metered. 

It is almost too obvious to note that 
the charges of railroads, intercity bus 
lines, and airlines are based on the 
length of the ride. The basic pattern 
is one related to distance. 

In the application of a zone fare, 
sharp differences will arise as to how 


MAY 24, 1951 





PUBLIC UTILITIES FORTNIGHTLY 


rates and distances should be geared ; 
and in the demarcation of zones, some 
arbitrary decisions will have to be 
made. But conflicts of this nature 
should be resolved by consideration of 
the characteristics of each community 
and by an effort to reconcile, within 
reasonable and practicable limits, the 
fares charged and the service ren- 
dered. The first requisite is an accept- 
ance of the principle of a fare related, 
to some extent, to the distance 
traveled. 
Tailored Fares 


N addition, transit fares should be 
tailored to fit riding conditions and 
costs, and to draw riders. Cities have 
been undergoing important changes 
during the past three decades. Resi- 
dential sections are moving to the out- 
skirts. In large cities, numerous 
shopping and amusement centers have 
grown up and the area has become 
divided into subcommunities, each 
large in itself. If transit companies 
have been fully cognizant of the impli- 
cations and consequences of this 
change in community growth and de- 
velopment, there is little evidence that 
service and fares have been adjusted 
to the changed conditions. Although a 
trade center may serve a large popula- 
tion within a radius of one to three 
miles, the same fare must be paid to go 
to and from that center as is charged 
for travel to the more remote main 
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business section. Merchants have dis- 
covered the advantages of these out- 
lying posts, but transit companies 
have not seized upon the riding poten- 
tial they afford. 

For riding within the central busi- 
ness area, the fare is usually the same 
as for much longer rides to and from 
that section. Here again opportunities 
are often lost. In one large city, the 
transit system has seen the substantial 
volume of traffic that could be tapped 
by a moderate fare within the central 
district. However, cities do not all 
follow the same pattern of residential, 
commercial, and industrial layout, and 
a transit plan suited to one may be ill- 
adapted to another. Nevertheless, the 
opportunities presented by each should 
be explored. 

In communities of over 200,000 
population, each section must be 
studied from the standpoint of traffic 
originating and terminating within the 
section. Origin and destination sur- 
veys are inadequate for this purpose, 
since they report only those who are 
riding and not those who would ride 
if service and fares were conducive to 
the use of mass transportation. 


py ree, a sound price or 
fare structure must give considera- 
tion to (1) competitive prices, (2) 
the value to the buyer, and (3) the 
cost to the supplier. 


betterment in many places. The raising of prices, especially 


q “WHEN profits shrink or vanish, it is necessary to look for 


when it drives away patronage, is not always the sole or the 
best choice. Ordinarily, the way to combat the adverse 
effects of competition is not by the increasing of prices, 
but by lowering them, if financially feasible, or, at least, 
by fare adjustments that hold as much traffic as possible.” 
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In open markets where more than 
one supplier stands ready to serve, 
prices must meet competitive condi- 
tions for the same quality of goods or 
services, and the two, price and qual- 
ity, are inseparably related. Since the 
transit industry is in competition with 
the private car, its appeal to the mass 
of people must be based on the cost 
and convenience of transit riding ver- 
sus the cost and convenience of the 
automobile for the same use, or, in 
brief, on price and value. The 2-car 
family seldom has need to consider 
costs of this nature, so that con- 
venience and the absence of traffic and 
parking worries must be emphasized. 
But it is hard to sell transit service to 
this group on the score of greater con- 
venience. 

For other individuals and families 
having one car or none, cost is im- 
portant, but convenience still has a 
part. If these groups are to be at- 
tracted and held as riders, the cost of 
using mass transportation must bear a 
reasonable relationship to the cost of 
a car. Unless it can be demonstrated 
that the cost of a transit ride is as low 
or lower than the use of a car, or 
that there is greater convenience, the 
transit company will have difficulty in 
justifying its charges from the stand- 
point of the value of its service. Pub- 
lic transportation then becomes a sec- 
ond choice to be made only of neces- 
sity. 


Costs 


RAs. however, are by no means 
the sole, or even the first, solution 
tor deficient earnings. The lean con- 
dition of the industry can be remedied 
in some cases and to some extent by 
means other than higher charges. 
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When manufacturers and mer- 
chants lose customers and revenues 
because of prices or some other con- 
dition, they look in several directions. 
Among the measures taken: They ex- 
amine the quality of their goods and 
services as compared with competi- 
tors ; they seek to determine the profit- 
ability of each line of products sold, 
since producers and distributors gen- 
erally handle more than one; and they 
search for possibilities of cost reduc- 
tions. 


8 vengionn economies afford the 
best answer to declining business 
and rising costs, and the first steps 
should be taken in this direction. Be- 
fore a fare increase is sought, manage- 
ment should have its house in order 
and should be prepared to show that 
every phase of its operations is soundly 
planned and economically executed. 
Just as important as the question of 
what costs are is the question of what 
the costs should be. 

In granting a fare increase to Kan- 
sas City Public Service Company, 
effective August, 1949, the public serv- 
ice commission of Missouri aptly said: 

... the sound solution of the problems 

confronting this transit system does 

not lie wholly within the jurisdiction 
of the commission. It would seem to 
require and justify the active and un- 
derstanding collaboration and codpera- 
tion of many other elements directly 
involved, including the management of 
the company, the municipal authori- 
ties, the employees, business and civic 
interests, and the general public. A 
better solution than increased fares 
would be a substantial reduction in op- 
erating costs, but as to many of these 
costs the commission is powerless to 
act. We can, of course, control losses 
to some extent through permitting 
curtailments of service and the discon- 
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Subsidy and the Future of Mass Transport 


sa hescragorar the favorable and unfavorable factors, and assum- 
ing that war emergencies are not normal, the conclusion 
is inescapable that the road ahead for transit systems is still rough. 
Mass transportation will survive, but the future for private enterprise 
in the industry is not bright, unless there is public subsidy. In the latter 
event, public ownership will spread, whatever its weaknesses, and they 
are many. This is not to say that money cannot be made in transit 
operations, but values will be low.” 





tinuance of economically unsound 
lines, but as concerns many of the 
items of expense involved, such as ma- 
terial costs, etc., we have little or no 
control. 


N° enterprise has complete control 
over all its costs ; and when busi- 
ness is receding and wages and ma- 
terial prices rising, cost reductions 
equal to the loss of sales are unusual. 
However, cost control is a managerial 
function and responsibility. A public 
regulatory agency has no control as 
such, except as to (a) the costs it will 
allow for rate-making purposes, and 
(b) its approval of needed service ad- 
justments to reduce expenses, when 
the agency has jurisdiction over 
routes and schedules. 

But, first, to point up briefly what 
happened in the transit industry be- 
tween 1945 and 1949, the following 
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figures on certain percentage changes 
are given: 


% Increase 
Or Decrease 
1945-1949 
Revenue passengers 
Vehicle miles operated 
Passenger revenues 
Average fare 
Operating expenses 
Per mile operated: 
Total passengers 
Revenue passengers 
Passenger revenues 
Operating expenses 
Net operating revenue 


The largest increase shown above 
was in the average fare, but the 34.5 
per cent advance was accompanied by 
only an 8.1 per cent increase in passen- 
ger revenues and a 10.4 per cent in- 
crease in passenger revenue per mile, 
for with a 19.7 per cent decline in rid- 
ing, mileage was cut but 2.2 per cent, 
and total passengers and revenue pas- 
sengers per mile dropped 16.5 per cent 
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and 17.2 per cent, respectively. The 
next largest increases were in ex- 
penses and expenses per mile, further 
reflecting the small reduction in mile- 
age. 


pe a demand and cost viewpoint, 
there was a failure to reduce mile- 
age as much as it should have been, 
without actual impairment of service. 
But here the operator is on the horns 
of a dilemma. When riding is falling 
off and the demand for service is de- 
clining, schedules can be reduced in 
order to avoid unnecessary expendi- 
tures. However, if schedules are cut 
too much, further loss of patronage 
occurs. Hence, the amount of service 
must be carefully adjusted to demands 
so as not to discourage riding. This 
necessitates thorough study of load- 
ings at different points and at differ- 
ent times, and a knowledge of the flow 
of traffic. 

The only solution to timely and eco- 
nomical scheduling is constant checks 
on traffic, for the riding characteris- 
tics of individual lines can change 
quickly. The establishment of one- 
way streets, for example, can cause a 
shift of traffic from one line to an- 
other. For many properties, Saturday 
riding at one time exceeded that on 
weekdays, but by reason of the 40- 
hour week, Saturdays now produce 
less revenue. The lessening of the 
workday has reduced early morning 
traffic. In many areas, television has 
cut deeply into night riding. The alert 
schedule department must detect such 
changes promptly, or financial losses 
soon result. 

The routing of lines is also of ma- 
jor importance from the standpoint 
of both service and costs. However, 
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an attempt to change routes usually 
meets with the opposition of some 
people and the approbation of others. 
This problem is particularly acute in 
large and rapidly growing communi- 
ties with new residential, shopping, 
and industrial areas springing up. 
Consequently, transit systems have 
to review from time to time the new 
and changing centers of population 
and business and also changes in the 
movement of people from place to 
place. Studies of this kind may reveal 
that, while new sections of a com- 
munity must be served, there are op- 
portunities to so change and consoli- 
date lines as to reduce mileage. It may 
be found that lines are needlessly 
close together and that better service 
can be given by changing routes in 
such a manner that one line will serve 
the purpose of two existing ones. 


ype transit system is made up 
of anumber of lines, all intercon- 
nected directly or indirectly. Some 
lines carry more passengers than 
others and produce more revenue. But 
the relationship between transfer and 
revenue passengers will vary, and this 
can inflate the apparent earnings of 
some lines and deflate the earnings of 
others. Consequently, each line must 
be analyzed to determine its contribu- 
tion to system revenues and costs. 
Certain routes may cause losses that 
are a burden to the entire system. This 
suggests that the demand for the par- 
ticular service does not warrant its ex- 
istence and that the route should be 
abandoned. Nevertheless, a decision 
concerning the discontinuance of a 
line should be made only after a com- 
plete understanding of the facts. To 
illustrate, the average revenue per 
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mile for a system may be 55 cents, and 
all costs, except income taxes, may 
be 50 cents per mile. A particular line 
may produce only 25 cents per mile, 
or half the average cost. But it does 
not follow from these figures alone 
that the line should be abandoned, and 
for three reasons. First, the revenue 
of 25 cents per mile may cover the 
direct costs of operation and leave 
something over to help carry the semi- 
variable and fixed costs. Second, the 
line may feed traffic, which would 
otherwise be lost, to the major lines. 
Third, a line of comparatively small 
revenue may serve a growing area 
which the transit system should pre- 
émpt for itself and not lose to a com- 
petitor. 

An awareness of the logical conse- 
quences of a decision to abandon loss- 
lines is essential. A main route of 
considerable length has more than one 
segment from a revenue and cost 
standpoint. One or both ends, for ex- 
ample, may produce less income than 
the cost of the mileage operated. Ina 
sense, the ends of a line are like low- 
income feeders and are not to be cut 
off without thorough analysis of costs. 
On the other hand, lines may be too 
long and adequate service provided by 
turn-backs or more feeders. 


Ce economies may be possible. 
If riding can and is to be stimu- 
lated, equipment must be comfortable 
and attractive, but, at the same time, 
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it must be economical to operate and 
maintain. There are instances where 
equipment has been obsolete for years, 
from the standpoint of type, design, 
operation, and costs. Yet, for one rea- 
son or another, the obsolete facilities 
have been retained too long. Since 
World War II, several transit prop- 
erties have announced and embarked 
upon modernization programs — 
usually the replacement of streetcars 
with rubber-tire vehicles. Greater 
economy is given as one reason for the 
change. If the modern equipment is 
better and more economical today, it 
was as much so in the early forties. In 
the meantime, some companies have 
paid millions of dollars in taxes that 
could have been saved and the funds 
applied to property improvements, had 
the modernization programs been in- 
stituted earlier. 

Even at the present time, un- 
balanced conditions exist in equipment 
used. A combination of electric cars, 
trolley coaches, and motorbuses may 
be best adapted to service requirements 
in some communities, but in other 
places give rise to excessive costs. In 
addition, there is sometimes a lack of 
desired interchangeability of equip- 
ment, and this necessitates more spare 
units than if only one or two types are 
used. Trolley coaches and motorbuses 
can be used on lines normally served 
by streetcars, provided in the case of 
trolley coaches that positive and nega- 
tive wires are strung, but streetcars 


fares, but, with amazingly few exceptions, little has been 


q “Mucu has been said and written on the subject of zone 


accomplished. Fault does not rest exclusively with transit 
management, public opposition is met because some patrons 
would have to pay more than the current rate.” 
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cannot be placed on motor coach 
routes. Then, too, an economical bal- 
ance between trolley coaches and 
motorbuses may not exist, and inter- 
changeability of facilities still limited. 


even should be of proper 
capacity—neither too large nor 
too small, and the relation between 
(a) equipment costs, including mainte- 
nance and depreciation, fuel or power, 
tires, and lubricants, and (b) opera- 
tors’ wages, calls for careful analysis. 
Some equipment may occasion more 
accidents, or accidents of a more 
serious nature, than other. Certain 
equipment may have a comparatively 
high initial cost, but operating and 
maintenance economies may make it 
more economical in the end; or, on the 
other hand, such economies may not 
be sufficient to support the larger capi- 
tal investment. Equipment must carry 
its related facilities, if true cost com- 
parisons are to be made. 

In brief, management, by possible 
cost reductions, can minimize the need 
for higher fares and thus prevent that 
loss of patronage caused by price in- 
creases. The organization and opera- 
tions should be carefully studied for 
vulnerable spots that add unneces- 
sarily to costs. The kind of operation 
may be outmoded and the same or a 
superior service furnished at less ex- 
pense. The existing combination of 
equipment may be uneconomical. Par- 
ticular equipment may be costly. 
Routes may be wastefully designed 
and may be more than essential. Sched- 
ule changes may lag too far behind 
fluctuations in traffic. Running time 
may be excessive. Inadequate atten- 
tion may be given to elimination of 
overtime and fringe payments. Mainte- 
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nance costs may be unnecessarily high 
and shop and garage location and lay- 
out unsuitable. Inventories may be 
too much or too little. Fare collections 
may be less than established fares per- 
mit. Transfer privileges may be 
abused. The sales job may be poorly 
conceived. The organization structure 
may be improperly set up in relation 
to the functions to be performed, and 
the supervisory staff too large or too 
small. Jobs might be consolidated. 
The record systems in various depart- 
ments may be unduly burdensome or 
may be deficient in information essen- 
tial to effective controls. Claims costs 
may be higher than necessary. These 
and similar matters are of first im- 
portance and they have precedence 
over any appeal for higher fares. 


Taxes 


N° sketch of the transit industry 
would be complete without refer- 
ence to taxes. This problem is not of 
recent origin; it existed long before 
the present high and burdensome tax 
rates were imposed. A transit com- 
pany starts its existence, or obtains a 
new lease on life, by paying for its 
right to operate, and the amount is 
often a high price. When the rolling 
stock is provided, a tax is sometimes 
imposed on the seats. The fuel it uses 
carries heavy taxes. There are numer- 
ous hidden taxes on other materials. 
The property, including the franchise, 
bears more taxes. The revenues col- 
lected may be subjected to taxes. And 
then if the enterprise is fortunate 
enough to earn a profit, this too is 
taxed. 

Theoretically, all of these taxes are 
to be borne by the patrons of the serv- 
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Changing Transit Fares to Suit the Time 


“. . . transit fares should be tailored to fit riding conditions and costs, 
and to draw riders. Cities have been undergoing important changes 
during the past three decades. Residential sections are moving to the 
outskirts. In large cities, numerous shopping and amusement centers 
have grown up and the area has become divided into subcommunities, 
each large in itself. If transit companies have been fully cognizant of 


the implications and consequences of this change . . 


. there is little 


evidence that service and fares have been adjusted to the changed 
conditions.” 





ice, but profit margins are generally so 
small that the investor really carries 
them. 

Over the past eighteen years, taxes 
have ranged from 6 per cent to 14.4 
per cent of revenues, and have exceed- 
ed operating income (income before 


deduction of interest and other 
charges) in eight of the eighteen years 
and probably exceeded profits in most 
years. 

Since 1940, taxes have exceeded 
operating income in six of the ten 
years, and in total exceeded such in- 
come by over $137,000,000. The taxes 
mentioned do not include all those im- 
posed. Consequently, when the public 
and its representatives review fares, a 
look should be had at taxes, for the 
rider and a company might be given 
relief here. 
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Future of the Industry 


 e predict the future of any indus- 
try is a hazardous venture. Never- 
theless, several observations may be in 
order. These are predicated upon a 
few basic conditions and forces affect- 
ing the transit industry. There will be 
examined the adverse conditions, and 
then the factors favorable to the 
future. The same conditions some- 
times operate both ways. 

First, the transit industry suffers 
from increasing use of the private 
automobile. With higher average per- 
sonal income, accompanied by easy 
credit terms, as has been the case until 
recently, more cars are purchased and 
riding thereby diverted from transit 
lines. Unless interrupted by war, car 
registrations will rise. 

Second, mounting costs, especially 
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wage rates, along with loss of passen- 
gers, create higher per mile costs, un- 
less other economies can be effected. 

Third, most large communities are 
improving their arterial highways to 
speed the flow of traffic, which will 
thereby further stimulate the use of 
private cars. The same public works 
will benefit transit systems by likewise 
speeding their operations, but the 
weight of this advantage is in favor of 
the motorist. 

Fourth, the establishment of com- 
mercial and other centers outside the 
central business area, reduces traffic to 
and from that section. Whether or 
not transit companies can gain in 
peripheral riding will depend upon 
how well they design their operations. 

Fifth, improvements in city layout 
and garages will facilitate the han- 
dling of more automobile traffic in cen- 
tral business areas. 


poceenens on the favorable side is 
any condition that curtails the use 
of automobiles, such as a national 
emergency cutting the supply of cars, 
rubber, and gasoline. And it appears 
that we no sooner recover from scarci- 
ties, when another emergency arises. 
Another full-scale war, or extensive 
preparation for war, would lead to an 
increase in mass transportation and 
transit systems would be more pros- 
perous than they are today. 

Second, although car registrations 
will increase in the long run, the re- 
cent high rate of climb is unlikely to 
continue. From 1946 through 1949, 
car registrations increased at an aver- 
age annual rate of 8.6 per cent; dur- 
ing the thirty years, 1920-1949, the 
rate was 4.5 per cent. 


Third, street traffic is becoming 
more and more congested, particular- 
ly in central business areas, and park- 
ing space scarcer. Traffic may become 
so congested that (a) the use of cars 
is discouraged, (b) parking areas are 
built outside the main business section 
and public transportation used be- 
tween these areas, and (c) municipali- 
ties will impose restrictions on travel 
by automobile to and from the central 
section, but this is improbable in the 
near future. 

Fourth, high taxes on personal in- 
come will demand stringent personal 
economies, and if transit fares are not 
raised to a point that the private car 
is cheaper to use, mass transportation 
will gain from these high taxes. 


, drrensnar the favorable and un- 
favorable factors, and assuming 
that war emergencies are not normal, 
the conclusion is inescapable that the 
road ahead for transit systems is still 
rough. Mass transportation will sur- 
vive, but the future for private enter- 
prise in the industry is not bright, un- 
less there is public subsidy. In the lat- 
ter event, public ownership will spread, 
whatever its weaknesses, and they are 
many. This is not to say that money 
cannot be made in transit operations, 
but values will be low. 

Under such adverse conditions as 
those confronting the industry, the 
aim should be to hold and gain riders. 
This calls for (1) a sound fare struc- 
ture, (2) adequate, but not excessive, 
service, (3) operations designed in ac- 
cordance with community layout, (4) 
minimum costs, (5) vigorous sales 
promotion, and (6) favorable com- 
munity and employee relations. 
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How Pork Fattens the Federal 
Budget 


A critical analysis of past blunders and other ex- 
cesses in Federal spending for public projects of 
strictly local benefit or no benefit at all. 


By M. R. KYNASTON* 
WITH A SPECIAL INTRODUCTION BY U. S. SENATOR BYRD OF VIRGINIA 


Introduction 


HAVE read a draft of your article 
7 entitled “How Pork Fattens the 

Federal Budget” and by way of 
comment I would say: 

With the Federal debt at a quarter 
of a trillion dollars; 

With inflation spiraling; 

With requests by the President for 
increased taxes; 

With the President proposing the 
largest domestic civilian budget 
of all time; and 

With defense requirements for 
man power and critical construc- 
tion materials in view: 

Every nonessential dollar must be 
cut from the Federal budget; 
Every nonessential lick on public 
works must be eliminated; and 
Every nonessential new project 

must be voted down. 


*For personal note, see “Pages with the 
Editors.” 
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As in the past, it is my purpose 
again this year when the appropria- 
tion bills are before the Senate to in- 
sist on this action. To be successful, 
however, members of Congress need 
tangible evidence of the backing, in- 
fluence, and codperation of their con- 
stituents. 

—Harry Fioop Byrp 


) pie in the valley of Polecat creek 
near Sapulpa, Oklahoma, the 180 
resident families nestled in clearings 
among the scrub oak are singing halle- 
lujahs to the Corps of Army Engi- 
neers. 

Not this spring or ever again will 
these grateful people have to slosh 
around in the overflow from seasonal 
flash floods. For the Engineers are 
putting the finishing touches to a $2,- 
810,000 dam and channel-clearing 
project guaranteed to keep “the crick” 
in its banks. 
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Taxpayers in the rest of the coun- 
try who have footed the bill may want 
a few facts about their act of gen- 
erosity. 

The flood plain consists of 12,540 
acres, only half of which are in culti- 
vation, the rest being abandoned to 
the oaks and stubble. 

In the past, water has risen three 
feet above the banks on the average of 
once in two years. 

Cost of protecting the land from 
this peril comes to $224 an acre. The 
Engineers estimated the value of all 
land, homes, barns, and other improve- 
ments in the basin at $2,974,000, pro- 
voking the thought that for an addi- 
tional $164,000 the Federal govern- 
ment could have bought up the whole 
valley. 

In the opinion of the Bureau of the 
Budget in Washington, which screens 
all Federal spending programs, this 
project was economically unsound. 
But the Engineers recommended it, 
Congress put up the taxpayers’ money, 
and the valley people are grateful to all 
concerned, especially to the Engineers. 

Anyone who questioned the validity 
of this project likely would get the 
same answer that Congress, in effect, 
gave to the Budget Bureau: The Fed- 
eral government is pouring money into 
other creeks all over the country, so 
what’s the matter with Polecat? 


¢ there is any refutation for that 
logic, the taxpayer will have to dis- 
cover it for himself. Nobody in gov- 
ernment has been able to do so. Pole- 
cat creek, indeed, is no startling ex- 
ample of the way the Corps and its 
waterway rival, the Bureau of Recla- 
mation, go about developing our 
waterways at what may be an eventual 
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cost (including plans now on the 
drawing boards) of $52 billion. 

War in Korea, national mobiliza- 
tion, shortages of labor and materials, 
skyrocketing taxes, and economic 
strangulation—none or all of these 
exigencies are preventing the Engi- 
neers from spending more than $100,- 
000,000 this fiscal year on projects not 
even approved by the Budget Bureau. 

And now trooping to the fore, 
decked out in uniforms to serve the 
defense effort, come many of the old 
stand-bys, including St. Lawrence sea- 
way, Passamaquoddy, Hell’s Canyon, 
and Cross-Florida barge canal which 
could not make the grade even in 
peacetime. 

The taxpayer can well afford to 
take a closer look at those four ex- 
amples. 


| aay the White House itself came 
the bugle call for St. Lawrence 
Here, for an outlay of perhaps $800,- 
000,000, is an opportunity to develop 
a combined seaway and power project 
which promises to liquidate itself in 
about thirty years with the proceeds of 
tolls and electric sales, although it 
could not be completed in time to serve 
any defense needs of the next few 
years and the original costs would be 
heaped upon the mobilization tax bill. 
Passamaquoddy, a $100,000,000 
item at today’s prices, is provided for 
in separate legislation sponsored by 
each of Maine’s five members of Con- 
gress. The purpose of Old ’Quoddy is 
to put the moon to work. While atomic 
scientists made bombs from the forces 
which activate the sun, Army Engi- 
neers would be harnessing the lunar- 

drawn tides to produce electricity. 
Quoddy is an arm of the Bay of 
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Fundy. The tidal idea caught on 
when the late President Franklin D. 
Roosevelt frequented his summer 
home at near-by Campobello. The 
President nodded neighborly approval, 
some say with tongue in cheek, and 
the Engineers spent $6,363,784.97 be- 
fore Congress called the whole thing 
off at the end of fiscal 1936, consign- 
ing the Engineers’ living quarters and 
other standing facilities to the WPA. 

Engineers progressed far enough 
to learn that most of the power pro- 
duced by the main tidal plant would 
have to be put to secondary use, pump- 
ing sea water to an 8,000-acre reser- 
voir 120 feet above sea level for pur- 
poses of firming up the electric output 
when the tide was out. At 1936 prices, 
it would have cost $36,284,000 to have 
produced 30,000 kilowatts of power at 
’Quoddy. This meant an investment 
of $1,209 per kilowatt, compared with 
modern steam plant costs of $90 to 
$120 per kilowatt. Still the agitation 
for ’Quoddy persists. 

Looking far west to Idaho, the tax- 
payer will find $200,000,000 of his 
money sought to remedy the defects 
of nature at the place called Hell’s 
Canyon. In his budget message last 
January the President said he was re- 
ducing his requests for waterways 
funds to the bare defense necessities. 
He asked for only seven new projects 
costing a total of $1.5 billion. One of 
these was—you guessed it! 


e 


Hell’s Canyon is on the Reclama- 
tion Bureau’s list. That there is a na- 
tional defense market for more elec- 
tric power in the West, and that the 
sales of electricity eventually would 
return the $200,000,000 initial cost, 
few would dispute. But would the 
money be returned to the taxpayers? 
No, indeed. The bureau proposes to 
spend the power proceeds irrigating 
192,000 acres of countryside, at a 
relative cost of more than $1,000 an 
acre. 


“7. to Florida, the hard- 
pressed provider of the public 
purse finds more evidence of what 
happens when Congress, on second 
and more sober thought, recalls the 
Engineers from a project which they 
have been permitted to start. 

It was decided back in the make- 
work 1930’s that the peninsular state 
should be intersected by an $83,614,- 
000 barge canal. The Engineers had 
spent only $1,437,200 when a halt was 
called. The relic of this project is a 
big hole in Florida’s No. 2 Highway 
near Ocala, around which traffic is 
still detouring today, and two naked 
concrete towers which were to have 
been abutments to a bridge across the 
hole. 

Exposed here, too, is the naked 
fact that once the Engineers get going, 
Congress cannot stop them without 
losing the whole original investment, 


compiled a list of 62 


“THE Hoover Commission .. . 

qj projects bearing a combined original price tag of $1,918,- 
062,000 which had been AUTHORIZED by Congress between 
1941 and 1948 over the objections of the Budget Bu- 
reau. In some cases the objections were only partial or 


conditional.” 
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since no purpose is served by half a 
dam or one section of a canal. 

But arguments for this project have 
now changed to meet the circum- 
stances. Recalling that German U- 
boats took a heavy toll of shipping 
around the Keys and in the Gulf of 
Mexico in the early stages of World 
War II, Florida business and civic 
groups are clamoring for the Engi- 
neers to proceed with the canal to save 
ships from Russian submarines. 

In peace or war, boom or depres- 
sion, the scramble to pour Federal 
money down the waterways is irre- 
pressible. The Hoover Commission 
expressed profound shock at the waste 
entailed, and it largely blamed the 
rivalry between the bureau and the 
Corps. Those two energetic agencies 
were charged with duplication, hasty 
surveys, inadequate planning, and 
rash and conflicting claims as they 
work along the rivers at cross-pur- 
poses, the one trying to hoard water 
upstream for irrigation, the other bent 
on keeping the water flowing for 
flood-control and navigation purposes, 
both being deeply involved in power 
development and other uses, and 
neither paying any attention to hydro- 
logic data or technical services pro- 
vided by other specialized Federal 
agencies in the field. 


Queen still more deeply at the 
root of the evil, however, one finds 
that the agencies, especially the Engi- 
neers, have dark and dubious ways of 
getting congressional permission to 
start their projects. 

In the first place, the Corps and 
Congress understand each other. En- 
gineers keep the barrel filled with 
pork. They operate in all states and 
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nearly all congressional districts. 
Their annual reports on plans and 
projects fill two volumes, each two 
inches thick. Their recommendations 
have a virtual life-or-death power 
over any project with which a mem- 
ber of Congress might wish to bless 
his constituents. 

It is small wonder, then, that in 
fiscal years 1947-1950, the Budget 
Bureau recommended funds for 754 
Engineers’ projects and Congress ap- 
propriated for 979. 

The Hoover Commission, pursuing 
this theme, compiled a list of 62 proj- 
ects bearing a combined original price 
tag of $1,918,062,000 which had been 
authorized by Congress between 1941 
and 1948 over the objections of the 
Budget Bureau. In some cases the ob- 
jections were only partial or condi- 
tional. Polecat creek was merely 
rated “low priority” and was not op- 
posed outright. But against 36 proj- 
ects listed for a total of $585,103,000, 
the bureau was adamant, using such 
remarks as “no need”; “undue con- 
centration of benefits” ; “low economic 
justification” ; “speculative nature of 
benefits”; and “conflict with Bureau 
of Reclamation.” 

Not all those projects have been 
built—yet. In addition to authorizing 
a project, Congress must also appro- 
priate for it before any work can be 
done. But of the 36 items which the 
Budget Bureau denounced, 24 are 
under way or have been completed, at 
a cost to date of more than $90,000,- 
000, and the rest are on the Engineers’ 
planning books awaiting an appropri- 
ately propitious moment. 


Congress, it must be noted that the 


 'e the second place and in defense of 
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Free Spending Is Contagious 


ae | hrvse might the taxpayer weep to see his money floating 
down the rivers and creeks, and still greater disconsolation 
is in store for him should he ever attempt to take issue with the 
squanderers. He will learn that economy, like charity, can only begin 
at home; that the same Congress which is willing to pour some ‘free’ 
Federal money into his own little pet project is just as willing and for 
the same reasons to fertilize projects everywhere else in the country, 
for every crossroads is represented in that great legislative assembly in 
Washington.” 





Engineers have tricky ways of under- 
estimating costs and exaggerating po- 
tential benefits. 

The Buggs Island job in North 
Carolina and Virginia, first estimated 
at $30,900,000, is now expected to 
cost $76,870,000. Blakely Mountain 
reservoir in Arkansas has jumped 
from an $11,080,000 to a $31,000,000 
project. (Reclamation Bureau ex- 
amples: Colorado-Big Thompson 
from $44,000,000 to $150,505,000; 
Hungry Horse, Montana, from $38,- 
648,000 to $105,500,000.) The House 
Appropriations Committee, as much 
as its members admire the Engineers, 
issued a report last year charging them 
with “profligacy” for enlarging upon 
their projects after they had been ap- 
proved. But there again, it’s a matter 
of putting up the money to finish the 
job or losing what has been spent. 

When enumerating the benefits to 


be expected of three projects on the 
Cumberland river in Tennessee and 
Kentucky, the Engineers listed poten- 
tial hydro power revenues at $11,223,- 
000 a year. That was what it would 
have cost tax-paying, interest-paying 
private utilities to have produced the 
electricity by steam power. But the 
only purpose of this estimate was to 
impress Congress, because power pro- 
duced on the Engineers’. projects is 
marketed by the Interior Department, 
which has its own way of figuring 
prices. Power from these three dams 
actually was sold by Interior to the 
Tennessee Valley Authority for $3, 
500,000 a year. 

The Engineers maintain, however, 
that the beneficiaries of their work do 
not live by bread alone. Other bless- 
ings which cannot be measured in dol- 
lars flow from their projects, they say. 
Hence, the first stated purpose of the 
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St. Lawrence seaway bills is “to pre- 
serve the scenic beauty of Niagara 
Falls.” 

And in undertaking the task on 
Polecat creek, the Engineers promised 
“the removal of hazards to the general 
welfare and to the social security of 
the inhabitants,” a motive that is simi- 
larly phrased in a great many project 
plans. 


USTIFIED as they find themselves to 

be in their own work, the Engi- 
neers are at a loss to understand the 
views of some of the people in com- 
peting forms of transportation. 

Much consternation was caused 
when Roy P. Hart, representing the 
committee on waterway projects of 
the Association of American Rail- 
roads, testified before the House Pub- 
lic Works Committee in May, 1949, 
against the plan to provide a 9-foot 
channel 480 miles up the Arkansas 
river from its mouth to Catoosa, 
Oklahoma, at a cost of $650,000,000. 
Mr. Hart came up with the suggestion, 
preposterous to a river engineer, that 
for less than one-fifth the price the 
government could build a double- 
track, fully signaled and fully equipped 
railroad over the same route. He add- 
ed that the $500,000,000 thus saved 
would provide enough income, at gov- 
ernment interest rates, to maintain the 
railroad and permit the government to 
haul passengers and freight free of 
charge ad infinitum. 

Congress fended off Mr. Hart’s 
scheme to give the taxpayers free rides 
and authorized another $80,000,000 
for the Arkansas channel program in 
the omnibus Public Works Act of 
1950, settling that argument in favor 
of the Corps. 
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That same omnibus bill authorized 
projects costing a total of $1.7 billion. 
Sixteen of them, costing $179,114,- 
000, were not approved by the Budget 
Bureau. In signing the bill, the Presi- 
dent protested that $89,000,000 worth 
of the projects “do not justify the ex- 
penditure of Federal funds.” He also 
complained that some of the work 
should have been assigned to the In- 
terior and Agriculture departments, 
rather than the Engineers, and he esti- 
mated that the Corps already had 
enough authorized work to keep it 
busy eighteen years. But the fact re- 
mains that the President signed the 
bill. 


| oe a proud parent, Congress loves 
to display the prowess of the 
dauntless Engineers once in a while. 
So last September, in spite of the pleth- 
ora of work along the rivers and 
harbors, it directed them to study the 
feasibility of boring a 12-mile tunnel 
to carry U. S. Highway 80, a railroad, 
and an aqueduct through the Laguna 
mountains in California. 

No vehicular tunnel longer than 
two miles has ever been built. How a 
12-mile one could be ventilated, Con- 
gress did not suggest. The Commerce 
Department rated the idea “imprac- 
ticable” and quoted the California 
highway engineer as saying that the 
difficulties “could easily be insur- 
mountable.” But Congress, brim full 
of confidence in the Corps, told it to 
make the necessary plans and surveys, 
anyhow. 

While considerably less favoritism 
is bestowed on the Reclamation 
Bureau, possibly because its operations 
are confined to 17 western states, that 
agency has never been accused of 
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economizing in the interests of the tax- 
payer. 


MILLION dollars of bureau funds 

are being spent this year on the 
Missouri-Souris project in the upper 
Missouri basin, a chief feature of 
which is to be the $268,953,000 
Crosby-Mohall river diversion plan. 
Assistant Secretary of the Interior 
William E. Warne said in recommend- 
ing this item to the House Appropria- 
tions Committee: “It is a great project 
plan... (but) there is a great deal of 
work that needs to be done before the 
ultimate feasibility of the irrigation 
plans can be worked out for the 
Crosby-Mohall unit.” 

The bureau also is putting out $1,- 
366,000 this year on the Key Hole 
project near Cheyenne, Wyoming, of 
which the Senate Appropriations Com- 


mittee said: “Representations have 
been made to the committee that the 
water supply in the Belle Fourche riv- 
er is such that under the Wyoming 
and South Dakota compact of Febru- 
ary 18, 1943, it may be difficult to fill 
the proposed reservoir.” 


Ww might the taxpayer weep 
to see his money floating down 


the rivers and creeks, and still greater 
disconsolation is in store for him 
should he ever attempt to take issue 
with the squanderers. 

He will learn that economy, like 
charity, can only begin at home; that 
the same Congress which is willing to 
pour some “free” Federal money into 
his own little pet project is just as 
willing and for the same reasons to 
fertilize projects everywhere else in 
the country, for every crossroads is 
represented in that great legislative 
assembly in Washington. 

Who is to blame? 

The bureau and the Corps can truth- 
fully say they are only carrying out 
the mandates of Congress. 

Members of Congress can prove 
that they are only providing what the 
people back home demand. 

Conservationists claim to have the 
answer. They say that if local interests 
were required to put up even as much 
as one-fourth of the costs of Federal 
public works, half of them would 
never be started. 
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UR nation’s financial and economic resources should be 


carefully safeguarded for the emergencies ahead. It is 


improper for citizens to make sacrifices and suffer restrictions 
while Federal agencies indulge in spending and politics as 
usual—but now under the cloak of war emergency. There 
must be aggressive resistance to the ‘pork-barrel’ activities of 
pressure groups, in and out of government, who would com- 
promise sound principles for the sake of obtaining Federal tax 
money for some purely local benefit on the theory that bureau- 
cratic wastefulness is inevitable, and with the excuse that ‘if 
we don’t get it, somebody else will.’ That philosophy has no 
place in sound, responsible American thinking at any time, 
and certainly not at a time when defense requirements for men, 
money, and materials are so pressing.” 
—T. E, Roaca, 
President, Idaho Power Company. 
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Washington and the 
Utilities 


Interior’s Sails Trimmed by 
House 


tT long last the House of Representa- 
A tives has passed the Interior De- 
partment Appropriation Bill (HR 
3790). It is now being considered on the 
Senate side where confirmation of the 
House action, or partial restoration of the 
cuts made in the House, will occur. Up 
to the final minute of House action the 
Interior fared badly. That department 
will have to look to the Senate in hope 
that that august body will rescue its self- 
esteem. 

Except for the cuts made in Re- 
camation funds the House action re- 
flects more a desire to pare nonessential 
expenditures, than any punitive meas- 
ures against Secretary Chapman’s 
sprawling empire. The amendments 
added to the bill just prior to passage, in- 
cluded some impressive examples of the 
“intent” of Congress with respect to 
projects deemed unnecessary or duplica- 
tive. In keeping with the economy spirit 
of the cuts, the House also adopted an 
amendment relating to department policy 
on filling staff vacancies. 

Drastic cuts were made on the House 
floor in public power funds sought by 
the Bureau of Reclamation, Southeastern 
and Southwestern Power administra- 
tions, and the Bonneville Power Admin- 
istration. The House Appropriations 
Committee initiated some of the cuts and 
recommended them to the House. In al- 
most unprecedented action this year, the 
House took the committee’s recommen- 
dations seriously and even pared a little 
more. This is in contrast to House ac- 
tions in years past. 

A foretaste of the House’s temper 
toward the Reclamation Bureau was 
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noted in the House committee’s report 
which referred to the bureau’s insistence 
on spending over $100,000 for surveys 
along the route of the proposed Bonne- 
ville-Central Valley intertie line. The re- 
port recalled that the committee had, 
upon appropriating funds for the last 
fiscal year, explicitly stated that “no ex- 
penditure of funds should be made... 
from any appropriation available to the 
bureau for reconnaissance, preliminary 
survey, design, or any other work in 
connection with this proposed line.” 


gt rte oe the assurances of 
the Secretary of Interior that such 
specific allocations would be “scrupulous- 
ly observed” the committee noted that the 
sum had been spent “for surveying the 
transmission lines” in question in “viola- 
tion of comity between the Interior De- 
partment and the Committee on Appro- 
priations and the Congress.” The com- 
mittee, therefore, requested the Secre- 
tary of Interior “to investigate all facts 
surrounding this situation and to report 
promptly his findings thereon, together 
with a report on disciplinary action taken 
by him, if any, in the premises.” 

The table on page 696 shows the re- 
ductions made by the House in Interior’s 
funds for fiscal year 1952. 

In the final hour of action on the bill, 
the House upheld an amendment (by a 
5-to-3 ratio) deleting a $3,400,000 item 
for the Buggs Island-Langley Field, Vir- 
ginia, transmission lines. This, in effect, 
stripped the SEPA of all construction 
funds for fiscal 1952. In a similar ac- 
tion, the House sustained a proposal to 
further reduce construction funds for 
SWPA by $550,000. Use of any funds 
for the construction of the western Mis- 
souri project was prohibited in an amend- 
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ment which was adopted by a vote of those areas covered by power-wheel- r 
247 to 152. This may have the result of ing service contracts which include 
leaving SWPA with appropriated funds provision for service to Federal es. 
in excess of the amount required for tablishments and preferred customers. D 
such construction as already authorized. att 
A similar vote reduced the funds avail- This amendment alone, it is believed, lea 
able for the construction program of the prevents the starting of construction of HJ ho, 
Bonneville Power Administration by an four transmission lines in California, one J ion; 
additional $5,500,000. in Oregon, and one in Idaho, which the 
, would otherwise have duplicated exist- res 
t 2 final coup was made by atrium- jng private facilities. Jensen delivered Se 
virate composed of Representatives the final proposal and gained the ap- the & 
Taber (Republican, New York), Keat- proval of the House by a 224-to-169 t r 
ing (Republican, New York), and Jen- _ vote. tes 
sen (Republican, Iowa). An amendment It provides that Interior Depart- appr 
offered by Taber made a horizontal $10,- ment personnel vacancies may be per- IM 5 tir 
000,000 reduction from Reclamation mitted to be refilled up to 25 per cent, TVS 
Bureau funds. This was accomplished and further, that when any agency, as the purp 
by a 237-to-160 vote. The next House result of the operation of the above pro- HH A 
vote of 226 to 165 approved an amend- vision, reduces its employment to 80 per MM clude 
ment offered by Keating which provides cent of the total on its rolls as of July gene 
as follows: 1, 1951, the amendment shall cease to J ise i 
That no part of this appropriation apply, and the 80 per cent figure becomes prog 
shall be used to initiate the construc- the new ceiling for employment during prop 
tion of transmission facilities within fiscal 1952. Inde 
whic 


eH the 1 


Allowed Below Request 


Interior Department (All) $—62,521,500 

Bureau of Reclamation (All) 000,000 —26,690,000 
General Investigations 500,000 
Operation and Maintenance 1,000,000 total 
Administrative Expenses 500,000 strict 
Central Valley Project, Lines, etc. were 

Keswick-Trac 7 1,400,000 
300'000 gress 


450,000 tions 
1,700,000 missi 


y 
Port Chicago-Mare Island 
Tracy-Patterson (Naval) 
Bonneville Tie-in picks 
Missouri Basin Projects the fi 


Canyon Ferry-Great Falls 
Canyon Ferry-Anaconda 
Miles City- Yellowtail 
Yellowtail-Billings 
Sioux City-Omaha 
Omaha Substation 
Sioux City-Storm Lake 
Storm Lake-Dennison-Omaha .... 
Sioux City-Sibley shee 
Southeastern Power Administration 
Transmission Lines ‘inal 
Operation and Maintenance 
Continuing Fund 
Southwestern Power Administration 
Construction 
Operation and Maintenance 
Bonneville Power Administration 
Construction 


4 
724s af 
85,000 
810,000 


207,463 FPt 
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TV A’s, Regulatory Agencies’ 
Funds Cut 


ESPITE TVA’s strong arguments in 
D support of its $248,568,000 budget 
request on a national defense basis, the 
House trimmed its over-all figure by 
about 5 per cent, Here, too, the reduc- 
tions may be restored in final action by 
the Senate, especially in view of the 
presence of Senator McKellar (Demo- 
crat, Tennessee) in a key position on 
the Senate side as chairman of the Sen- 
ate Appropriations Committee. McKellar 
has been a consistent champion of TVA 
appropriations for years, although he has, 
at times, questioned TVA methods. The 
TVA budget is not itemized to show the 
purpose to which the money will be put. 
A substantial portion of the funds in- 
cluded in the bill is required for power 
generation and transmission facilities for 
use in connection with the atomic energy 
program, according to the House Ap- 
propriations Committee’s report on the 
Independent Offices Appropriations Bill, 
which contains the funds for TVA and 
the regulatory commissions among the 
other many independent agencies. 

The four regulatory agencies of pri- 
mary interest in the field of utility regu- 
lation, and allied matters, received cuts 
totaling $1,406,030. These cuts were 
strictly for “economy” purposes and 
were not intended to reflect any con- 
gressional dissatisfaction with the opera- 
tions of the respective regulatory com- 
missions, The accompanying table gives 
the figures for each agency and the over- 
all figures for TVA. 


> 


FPC-Interior Rivalry Spills into 
Gas Area 


Ta Interior Department will be 
stripped of all potential common 


carrier control over natural gas pipelines 
if a recently introduced Senate bill be- 
comes law. In what appears to be a new 
twist to the long-standing Interior De- 
partment-Federal Power Commission 
feud over paramount jurisdiction in mat- 
ters where both agencies have an interest, 
Senators McFarland and Hayden (Dem- 
ocrats, Arizona) have introduced a bill 
to amend the Minerals Leasing Act. The 
measure will provide that all jurisdiction 
on natural gas pipelines, as far as their 
common carrier obligations, will rest ex- 
clusively with the Federal Power Com- 
mission. 

It all came about when the El Paso 
Natural Gas Company halted construc- 
tion of a several hundred mile natural 
gas line which was to cross 16 miles of 
government land. Under the Mineral 
Leasing Act, Interior now has the right 
to grant (or withhold) certificates for 
any such right-of-way crossings of pub- 
lic lands, whether by pipelines, trans- 
mission lines, or other facilities. Natural 
gas companies apparently fear that In- 
terior may use this authority to super- 
impose a system of regulatory control 
over them—in addition to the control 
already exercised by the Federal Power 
Commission under the Natural Gas Act. 

Construction was apparently halted to 
avoid the burden of such duplication of 
Federal regulation. The company also 
threatened to take the legal question of 
Interior’s right to regulate pipeline com- 
panies crossing public lands into the 
Federal courts through injunction pro- 
ceedings. 

Senators McFarland and Hayden have 
come into the picture for very good and 
practical reasons, The lines are to serve 
several Arizona communities and these 
communities, which stand to gain natural 
gas service, are pressuring their Senators 
to do something about the matter. Both 
Senators carry a great deal of weight. 


e 


Budget Estimate 


Tennessee Valley Authority 

Federal Power Commission 

Federal Communications Commission 
Interstate Commerce Commission 
Securities and Exchange Commission 


Reduction 
$236,139,600 $—12,428,400 
4,241,500 —123,500 
6,575,000 —275,000 
10,759,470 —782,530 
—225,000 
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Exchange Calls 


Rate Notice Battle 


J is generally agreed in Washington 
that the reins of government, once 
firmly held in the hands of the executive 
department, are reverting to the elected 
representatives. In short, Congress is 
in the driver’s seat. 

With this in mind, Washington ob- 
servers are giving less and less weight 
to the probability of quick congressional 
approval of any or all of the presidential 
recommendations that come to the Con- 
gress. Congress’ treatment of the appro- 
priations bill is a good example. Despite 
protestations from the executive depart- 
ment that the budget was trimmed to 
rock bottom, the House of Representa- 
tives is not hesitating to give it the closest 
scrutiny. 

In the case of the Interior Depart- 
ment budget, which came before the 
House only recently, the House not only 
adopted the committee economy recom- 
mendations, but went ahead and added 
cuts of its own In recent years it was 
generally in floor debate that the depart- 
ments regained the ground lost in the 
committee hearings. 

For the time being it is probable that 
this congressional independence will be 
concentrated on matters of domestic gov- 
ernment as it is goaded on by the tax- 
pinched man on the street. However, 
with the clamor being raised for some- 
thing to be done about the cost of living 
spiral and the world crisis, presidential 
messages and recommendations may 
eventually serve only as an alarm clock, 
notifying Congress that it’s time to act 
on a particular situation. Congress then 
will write its own law in its own way. 
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And Gossip 


iY appears that the President’s latest 
recommendations for a new version 
of the Defense Production Act (now 
due) which expires on June 30th will 
amount to just that. What’s more, some 
congressional leaders appeared to be 
genuinely alarmed about some of its rec- 
ommendations, and observers are pre- 
dicting a floor fight that will rival, if not 
transcend, the intensity of the Taft- 
Hartley battle. Congressmen represent- 
ing farm and industrial areas feel par- 
ticularily strong about it. 

As far as telephone companies and 
other utilities are concerned, the Presi- 
dent’s bill would require that advance 
notice of rate increases be given to the 
Office of Price Stabilization, This par- 
ticular recommendation has been incor- 
porated in the Maybank Bill (S 1397) 
and the Spence Bill (HR 3871). Specifi- 
cally, these bills would require all public 
utilities, without exception, to give OPS 
thirty days’ advance notice and oppor- 
tunity to be heard before local regulatory 
bodies in opposition to proposed rate 
changes. The present law exempts tele- 
phone companies and other utilities 
which do not sell their services for re- 
sale to the public, from even the necessity 
of submitting such notices. 

The President’s proposal on utility 
rate increase notice for OPS would be 
very similar to the provisions of the price 
control law which prevailed during 
World War II. At that time the notice 
and opportunity to be heard had to be 
given to the Office of Price Administra- 
tion. That Federal agency freely availed 
itself of such authority and complicated 
a good many utility rate cases before 
the price control administration was 
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dropped. The latest presidential proposal 
would not, of course, give OPS any au- 
thority to regulate utility rate increases 
—but merely the right to oppose them. 
Senator Maybank (Democrat, South 
Carolina), who submitted the bill in his 
capacity as Senate Banking Committee 
chairman, made it plain that he did not 
like the bill. It is not known at this time 
just how much of a chance the utility rate 
notice provision stands to get through. 


¥ 
Electric Co-ops Service 


Telephone Co-ops 


s the Rural Electrification Adminis- 
A tration developed its telephone loan 
program, one of the policy precepts 
urged by Administrator Wickard was 
to the effect that the already established 
electrification codperatives should not 
attempt to extend their activities into the 
telephone business. Administrative com- 
plications and the technical problems in- 
volved in taking on an entirely different 
business were some of the reasons cited 
for this suggestion. 

REA officials now report that in some 
cases of small telephone cooperatives 
which have received loans from the REA, 
it has been found necessary to approve 
managerial contracts between these new 
telephone codperatives and near-by elec- 
trification codperatives. These contracts, 
considered necessary because of the 
limited capital of the new codperatives 
and the prospects of material shortages, 
cover chiefly line maintenance work and 
billing functions. 

REA officials emphasize that the co- 
Ordination is purely on the operating 
level and that there will be no overlapping 
of control such as may come about 
through interlocking boards of directors. 


w 
New FCC Investigation? 


ee the House hearings just con- 
cluded on the McFarland Bill (to 
reorganize the Federal Communications 
Commission along functional lines), the 
commission is once again back in the 
congressional spotlight — or will be, if 
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House Resolution 214 by Representative 
Kearney (Republican, New York) is 
passed. The resolution would provide 
that the Speaker appoint a 5-member 
select committee to investigate the Fed- 
eral Communications Commission. 

If the investigation comes about it is 
certain to be a broad one, judging by the 
language of the resolution. It states: 


The committee is authorized and 
directed to conduct a study and inves- 
tigation of the organization, personnel, 
and activities of the Federal Com- 
munications Commission, with a view 
to determining whether or not such 
commission in its organization, in the 
selection of personnel, and in the con- 
duct of its activities, has been, and 
is, acting in accordance with the law 
and the public interest. 


The word “law” might well confine 
part of the investigation to Federal 
Communications Commission activities 
concerned with the Federal Communica- 
tions Act and the Administrative Pro- 
cedures Act. But the word “public in- 
terest” would appear to throw the 
investigation wide open. 


* 


Telephone Control Program 


ypc announced as officially 
commencing on July Ist, it is likely 
that the Controlled Materials Plan will 
not start to function throughout industry 
before the fourth quarter. In the mean- 
time, the telephone industry will be faced 
with the problem of attempting to go 
along on some kind of a basis until the 
Controlled Materials Plan takes hold. 

With these problems in mind, emer- 
gency control officials for the telephone 
industry are reported to be thinking 
along the lines of some interim program 
which will tide the industry over. As a 
result, it is quite likely that all requests 
for telephone materials will be handled 
on a program basis, at least for the month 
of July. 

The procedure would be one of the 
National Production Authority allocat- 
ing basic materials to the telephone 
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——— manufacturers for the month 
of July. Such a plan may have to con- 
tinue on for a month or two until such 
time as the basic materials industries can 
mesh their schedules under the Con- 
trolled Materials Plan with the manu- 
facturers. As it now stands, with the 
basic materials industries shifting over to 
CMP on July 1st and with their delivery 
schedules running on a 60-90-day basis 
in some cases, the equipment manufac- 
turers would be forced to wait at least 
ninety days after July Ist before they 
could get in step with CMP. In the 
meantime, unless some program is drawn 
up, badly needed telephone equipment 
for the expanding industry will be held 
up. 
Even with the prospects of expanded 
activity under CMP, it is expected that 
a 65-70-man force in the communications 
equipment division will be adequate to 
handle the emergency problems of the 
telephone industry. Unlike many of the 
other emergency control agencies, the 
communications equipment division is 
finding willing and qualified applicants 
from both the telephone and telegraph 
industries and the communications equip- 
ment industries. At present there is a 
recruited force of forty-five. 


¥ 
Coast-to-coast Dial 


“Ie first coast-to-coast dial call by a 
telephone subscriber will be made 
this fall, the New Jersey Bell Telephone 
Company recently announced. 

Equipment required for the initial use 
of coast-to-coast dialing by customers 
will be installed in the Englewood ex- 
change starting next month, and should 
be in use by the end of the year, the 
company said. 

The intricate switching apparatus, de- 
velopment of which climaxes years of re- 
search by the Bell Telephone Labora- 
tories, will enable subscribers to span the 
continent through ten pulls of the dial 
instead of the customary seven now used 
in completing calls to shorter distances. 

In the initial phase of cross-country 


dialing, 10,000 customers in the Engle- 
wood exchange area will be able to dial 
directly to any of 11,000,000 telephones 
in such cities as San Francisco, Chicago, 
Cleveland, Detroit, and Boston and many 
of their adjacent suburbs, the company 
said. 

“Telephone operators have been dial- 
ing calls across the country for several 
years,” the company explained. “At the 
present time one out of every three long- 
distance calls is dialed directly by the 
operator, but Englewood will mark the 
first time that subscribers will be able to 
dial calls covering so wide an area.” 

“Long-distance calls which averaged 
fourteen minutes to connect thirty years 
ago and which average two minutes to- 
day, may be completed in a matter of 
seconds under subscriber long-distance 
dialing,” the company said. 

Service improvements have so greatly 
increased the use of long-distance service 
that twice as many long-distance oper- 
ators are required today as were needed 
ten years ago, according to the company’s 
announcement. 


COUNTRY-WIDE numbering plan, 

which includes parts of Canada, 
plays a key role in the nation-wide dial- 
ing system. In all, there are more than 
80 numbering plan areas, each of which 
is assigned a special three-digit code. 

For example, on a call from Engiewood 
to San Francisco, the subscriber will first 
dial the latter’s code of “3-1-8” and fol- 
low immediately with the number of the 
telephone being called. On a call to a 
subscriber with the number of GArfield 
1-9950 in San Francisco, the calling 
party will dial the 10-digit combination 
of 318-GA1-9950. 

The equipment installed in the Engle- 
wood central office stores up the digits 
dialed and as soon as the tenth 
digit is recorded, the call is automatically 
switched over telephone highways to the 
called telephone in San Francisco. (Calls 
to some party-line telephones may re- 
quire eleven digits before the call can be 
completed. ) 
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Financial News 
and Comment 


By OWEN ELY 


Recent Earnings of Electric and 
Gas Utilities 


Ta earnings reports for the electric 
and natural gas utilities, published 
by the FPC, are now available for Janu- 
ary and February. The percentage in- 
creases in these two months as com- 
pared with the same period of 1950 are 
shown in the accompanying table, page 
702. (In considering the gas figures, it 
should be kept in mind that, due to 
weather conditions, space-heating sales 
last year were generally unfavorable. ) 
The electric utility figures, where sea- 
sonal irregularities are less important, 
are of special interest. For the two 
months combined there was an increase 
in net income of only about $1,000,000 
or less than 1 per cent. Assuming that 
the number of shares of common stock 
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outstanding had increased in about the 
same proportion as net utility plant, 
this would mean a decrease im share 
earnings on common stocks of about 9 
per cent. 

The increase in Federal income taxes 
amounted to $32,900,000, and excess 
profits taxes were $1,100,000, or a total 
of $34,000,000. The larger increase in 
taxes in February, as compared with 
January, seems to indicate that some 
companies started in February to accrue 
income taxes at a higher rate, such as 
50 per cent, in anticipation of a read- 
justment in the rate later this year. Had 
Federal income taxes increased only in 
the same ratio as revenues, net income 
for the two months would have shown 
a gain of over 17 per cent, it is 
estimated. 


ie electric utilities have been fa- 
vored thus far by (1) rapid gains in 
their residential sales, (2) stationary or 
declining coal prices (despite inflation- 
ary trends elsewhere), and (3) sub- 
stantial gains in their (side-line) gas 
earnings due to the introduction of nat- 
ural gas. Had it not been for these 
favorable developments net income 
might make a still worse showing, with 
the result that equity financing would 
prove difficult. 

But the utilities cannot depend on 
these factors to carry them through the 
period of high taxes. In our opinion, 
they should make every effort to protect 
earnings by seeking rate increases, par- 
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ticularly through readjustment of indus- 
trial rates. 
5 


Electric Utilities Need Higher 
Industrial Rates 


| Gowigg going into the mechanics 
of industrial rate schedules, it 
seems obvious that most of these sched- 
ules were prepared on a competitive 
basis years ago, generally on the assump- 
tion that certain industrial sales were a 
by-product which need not contribute 
much to overhead costs. As long as in- 
terruptible sales covered the actual gen- 
erating cost it was considered worth- 
while to have the business. But, at the 
present time, these assumptions have 
much less weight. Industrial sales as a 
whole for all electric utilities yield only 
about 1.1 cents per kilowatt hour and in 
many cases some power is sold as low 
as four or five mills. Such business be- 
comes unprofitable when obsolete facili- 
ties burning 1-14 pounds of coal per 
kilowatt hour must be pressed into serv- 
ice to supply the demand. Are the utili- 


ties watching their costs closely on these 


industrial sales? The fixed demand 
charge is less per kilowatt hour when a 


factory is operating two or three shifts— 
is this always figured in? 

The same trend is obvious with re- 
spect to residential and commercial sery- 
ice because of so-called “promotional” 
rate schedules and because of the greater 
use of electricity for appliances. It is no 
longer so necessary for the utilities to 
“promote” sales—most of them have all 
the business they can economically han- 
dle. Aren’t heavy residential and com- 
mercial consumers getting too big a 
“break” on their increased use of elec- 
tricity? The fact that all rates are now 
declining — instead of increasing to 
make up for higher taxes —is obvious 
from a comparison of the smaller revenue 
gains as measured against the increases 
in kilowatt-hour sales, for the month of 
February versus last year : 


Percentage Increases 
KWH Sales Revenues 


Residential Service .. 16.0% 12.8% 
Commercial Service .. 10.4 8.1 
Industrial Service ... 21.4 
Other Sales to 

Ultimate Consumers 6.7 
Sales to Other 

Electric Utilities .. 7.0 


Total Sales 11.8% 


e 


Number of Customers 
Kilowatt-hour Sales 


Revenues and Other Income 
Residential 
Commercial 
Industrial 
Total, Including Other Items 
Operating Income from Other 
Utility Operations 
Nonoperating Income 
Expenses and Charges 
Fuel or Purchased Gas 


Taxes 


Amortization Items 
Other Income Deductions 
Net Income 
Net Utility Plant 


D—Decrease. 
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January 


Percentage Gains over Last Year 
Electric Cos. Natural Gas Cos. 
February January February 

44% 5.6% 5.5% 

14.9 24.4 21.8 


4.4% 
15.3 
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ap average kilowatt-hour revenues 

merely been stabilized — not in- 
creased—revenues for February would 
have increased by about $12,000,000, 
and net income by about $6,000,000— 
enough to maintain share earnings for 
that month on an even keel or better. 
The utilities should at least readjust their 
schedules, where over-all increases are 
not requested; and they should empha- 
size that they are merely trying to main- 
tain stable average rates per kilowatt 
hour. 

We quote as follows from an article 
by Walter J. Herrman, “Sound Rate 
Structure Is Top Need of Gas Busi- 
ness” (American Gas Journal, June, 
1950), because we think his conclusions 
are almost equally applicable to the elec- 
tric utility business: 


e 


COLUMBIA GAS SYSTEM 
DECREASING PURCHASING POWER OF THE DOLLAR AND ITS EFFECT 
ON CUSTOMERS, EMPLOYEES AND COMMON STOCKHOLDERS 
1935 — 1939 AVERAGE = BASE PERIOD 


4 
1940 


*These figures represent the Purchasing Power of the Dollar with the years 1935 through 1939 as the base period. 
Source: U. S. Bureau of Labor Sta:istics. 


1941 1942 1943 1944 
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1945 


Each class of business should stand 
on its own and.support its own costs. 
. .. In most companies rates have 
tended to grow up, like Topsy, with- 
out much plan, shaped primarily by 
the exigencies of each situation as it 
arose over the years. When changes 
have been made, they usually have 
been for the purpose of increasing or 
decreasing total revenues, and in such 
cases it always seems easier to make 
uniform adjustments, so as to leave 
the spreads between individual sched- 
ules relatively undisturbed. I do not 
criticize utility executives for this ap- 
proach, since I know from experience 
the trouble one can get into by trying 
to correct inequities between rates. 

The fact that one class of customer 
has been served for years at an unrea- 


PERCENT 


30 


40 


1946 1947 1948 1949 
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sonably low charge would seem to be 
the poorest excuse in the world for not 
correcting the rate; nevertheless those 
customers are the very ones who com- 
plain the loudest when an increase is 
suggested. However, I also know 
from experience that such changes can 
be made successfully if the customers 
are properly sold on the fairness of 
the proposals, and if the amounts in- 
volved are reasonable. In some cases 
this can be accomplished only by a 
comprehensive rate program carried 
out over a period of years so as to 
minimize the impact of what would 
otherwise be a too drastic single-shot 
adjustment. 


* 


Life Insurance Company 
Investments of 1950 


4G accompanying chart, page 705, 
shows the increase in life insurance 
company investments in 1950. The com- 
panies included in this tabulation repre- 
sent about nine-tenths of the industry. 
These companies increased their invest- 
ments by some $4.4 billion in 1950, com- 
pared with $4 billion in 1949 and $3.8 
billion in 1948. As in the two previous 
years, the companies reduced their gov- 
ernment bondholdings substantially in 
order to increase their holdings of other 
securities and mortgages. Mortgage 
loans increased sharply, nearly $3.2 bil- 
lion additional cash going into this type 
of investment, compared with $2.1 bil- 
lion in the two previous years. 

The insurance companies bought only 
$840,000,000 of utility bonds in 1950 
compared with $1 billion in 1949 and 
$1.8 billion in 1948. Purchases of in- 
dustrial, rail, and miscellaneous bonds 
exceeded utility bonds only slightly in 
amount, although in the two previous 
years they had been considerably larger. 


a 
Reclassification of Gas Company 
Stocks 


HE tabulation of gas utility stocks 
(page 708), which appears in every 
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other issue of the FoRTNIGHTLY, has 
been rearranged because of the changing 
characteristics of the industry. There is 
no longer a clear-cut distinction between 
distributors of manufactured gas, mixed 
gas, and natural gas. There has been a 
rapid transition from manufactured to 
enriched (not merely mixed) gas and 
then to complete substitution of natural 
gas. 

This is progressing as fast as pipe- 
lines can be built and consumers’ facili- 
ties converted to take 1,000 Bru gas in 
place of the old 500 sru product. It 
looks as though in another two years, 
perhaps, most of the country will have 
changed over to straight natural gas— 
except in isolated districts where pro- 
pane may be used. 

Accordingly, the group headings in 
the table of gas company stocks have 
been changed to the following: produc- 
ers and pipeline companies, integrated 
companies, and retail distributors. “In- 
tegrated” companies mean those which 
combine two or three of the functions of 
production, transportation and whole- 
saling, and retailing. 


> 
Lower Purchasing Power of 


Utility Dividends Should 
Be Recognized 


RESIDENT Stuart M. Crocker of Co- 

lumbia Gas System, in a recent talk 
before the American Petroleum Insti- 
tute, pointed out that regulatory com- 
missions should give greater attention to 
the effects of depreciation currency on 
the purchasing power of earnings from 
common stock investments in natural 


gas utilities. “Certainly no one today 
holds out any hope that the purchasing 
power of the dollar will soon be restored 
to its 1940 level,” Mr. Crocker said. “In 
fact, it appears that the downward trend 
may continue. This condition is recog- 
nized by labor, which has — re- 


ceived wage adjustments to offset the in- 
creased cost of living. Why not give 
similar treatment to the common stock- 
holder of a utility? For the dollars which 
he invested last year or ten, fifteen, of 
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1950 RECORD 
OF LIFE INSURANCE INVESTMENTS 


CHART I — ABSOLUTE GROWTH OF LIFE INSURANCE ASSETS — 1924 - 1950 
(Of Companies Holding From 88.3% to 92.8% Of All U.S. Legal Reserve Companies. See Table |) 
NET INCREASE IN INVESTMENTS, 1948-1950 


ALL UNITED STATES LEGAL RESERVE LIFE INSURANCE 
COMPANIES 


F 


1949 
12,721,000 
(018,840, 

















"525,691 
301,944,000 
90,485,00¢ 
80,968,000 
6,651,058,000 — 5,291,608,000 

Bonds. .... —2,918,203,000 —1,304,413,000 
35,440,000 $5,501,000 

4,042,696,000 
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CHART II — RELATIVE GROWTH OF LIFE INSURANCE ASSETS — 1924 - 1950 
(Of Companies Holding From 88.3% to 92.8% Ot All U.S. Legal Reserve Companies. See Table |) 
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twenty years ago, is it fair that he of the dollars he now receives? Regula- 
should receive a return which does not tion must recognize the rights of com- 
recognize the depreciation in the value mon stock investors.” 
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Using the Columbia Gas System as an 
example (see chart on page 703), 
Mr. Crocker pointed out that there 
is a “philosophy in our business that in 
our enterprise the customer, the em- 
ployee, and the stockholder are partners 
and that we in management are respon- 
sible for their interests. 

“Using 1935-1939 as a base, let us see 
what happened to these partners. First, 
the customer. The price of residential 
gas today is approximately the same as 
it was during the base period so that, 
after we recognize the fact that he is pay- 
ing for his gas today with a depreciated 
dollar, he is, in effect, receiving 72 per 
cent more gas for his money today than 
he was in 1935-1939. 

“Next take a look at the employee. He 
has not fared as well as the customer but 
average wages and benefits have in- 
creased steadily. In 1950, even when ad- 
justed to reflect the depreciation of the 
value of the dollar, average wages and 
benefits were about 35 per cent more 
than the increased cost of living. 


the common stockholder. He 
started out all right in 1940 but then 
came World War II. Tax rates were in- 
creased and an excess profits tax was en- 
acted which imposed an unfair tax bur- 
den on many utilities. Fortunately this 
inequity has been corrected in the cur- 
rent excess profits tax but during the 
war years of 1941 through 1945, stock- 
holders’ earnings were hit severely. 
After the excess profits tax was repealed 
in 1946, his earnings improved some- 
what; but then came the construction 
program which depressed earnings. 

“This time he was really hurt. Cur- 
rently his earnings have again improved 
somewhat, but even today his earnings 
per share of common stock, when adjust- 
ed for the depreciation of the dollar, are 
12 per cent less than they were in the 
base period. 

“Obviously, if these three partners 
are to receive comparable treatment, 
something must be done for the 
stockholder. His earnings must be in- 
creased.” 
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“Ru now look at the third partner, 


The Massachusetts Telephone 


Decision 


N February 28th the Massachusetts 

Supreme Court handed down an 
important opinion in the New England 
Telephone & Telegraph Case, holding an 
order of the department of public utili- 
ties (dated March 18, 1949) to be con- 
fiscatory. The department had used the 
so-called “prudent investment” method 
of setting up the rate base, and the rate 
of return was determined by the “cost 
of capital” method. The allowed rate of 
return approximated only 44 per cent on 
an over-all basis, as a result of permit- 
ting only a 6 per cent return on capital 
stock and disregarding entirely the debt 
and the earned surplus. 

The court made its ruling very defi- 
nite, allowing a return of 6.23 per cent 
on an over-all basis. With a debt ratio 
of 45 per cent, this would mean about 8} 
per cent return for the common stock 
and surplus. The court held that a con- 
siderably higher return might be “with- 
in reason” and that the percentages men- 
tioned merely marked the level “where 
confiscation begins.” The court stated 
that it had never passed on the “prudent 
investment” theory, but it accepted the 
theory in this case, since it had already 
been accepted by the company through 
stipulation on the appeal. 

The original proceedings dated back 
to May 15, 1947, and, together with an- 
other proceeding about a year later, in- 
volved a requested increase in revenue 
of some $15,000,000. The department 
had rejected these increases but in April, 
1949, permitted an increase of 5 per cent 
over the rates in effect in 1947, and later 
this was increased to 9 per cent. The 
court stayed these original orders, and 
granted the $15,000,000 increase. 

The court indicated very clearly that 
earned surplus should be a part of the 
rate base—that the money belongs to the 
company and not to the customers. 

The decision will be reported in 
detail in Public Utilities Reports and 
hence need not be elaborated here, but it 
seems important enough to warrant brief 
mention in this department. 
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While it is quite doubtful whether an this was an improvement of nearly one- 
over-all return of 6} per cent is adequate third over the ridiculously low return 
for a telephone company, nevertheless favored by the department. 


e 
CURRENT UTILITY STATISTICS AND RATIOS 


Per Cent Increase 
Latest Latest Latest Latest 
Unit Used Month 12Mos. Month 12 Mos. 


Operating Statistics (February) 
Output KWH—Total Bill. KWH 
Hydro-generated 
Steam-generated 
Capacity Mill. KW 
Peak Load (November) ” 
Fuel Use: Coal Mill. tons 
G Mill. mcr 
Oil Mill. bbls. 
Coal Stocks Mill. tons 


Customers, Sales, Revenues, and Plant (February) 
KWH Sales—Residential i 
Commercial 
Industrial 
Total, Incl. Misc. .. 
Customers—Residential 
mmercial 
Industrial 
Total 


Income Account—Summary (February) 
Revenues—Residential 
Commercial 
Industrial 
Total, Inc. Misc. Sales . 
Sales to Other Utilities . 
Misc. Income 
Expenditures 
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Misc. Expenses 
Depreciation 
Taxes 
Interest 
Amortization, etc. 
Net Income 
Preferred Div. (Est.) .. 
Bal. for Com. Stk. (Est.) 
Com. Dividends (Est.) . 
Bal. to Surplus (Est.) . 
Electric Utility Plant (February) 
Reserve for Deprec. and Amort. .. 
Net Electric Utility Plant 
Utility Financing (February)* 
Bonds 
Stocks 
Total 
Life Insurance Investments (January Ist-A pril 21st) 
Utility Bonds 
go 4 Stocks 


_ D—Decrease. *Data for all utilities (electric, gas, telephone, etc.), including refunding 
issues. | Two months ended February 28th 
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RECENT FINANCIAL DATA ON GAS COMPANY STOCKS 
Price- 
5/2/51 Indicated ——Share Earnings? Earn- Div. 
Price Dividend Approx. Cur. Prev. %In- ings Pay. 
About Rate teld Period Period crease Ratio out 
Producers and Pipeline Companies 
Commonwealth Gas 
Mississippi Riv. Fuel .... 
Missouri-Kans, P. L 
Southern Nat. Gas 
Southwest Nat. Gas 
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Texas East. Trans. ...... 
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Integrated Companies 

S American Natural Gas .... 
S Columbia Gas System .... 
S Consol. Nat. Gas 

S El Paso Nat. Gas 

S Equitable Gas 

O Interstate Nat. Gas 

O Kansas-Neb. Nat. Gas .... 
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S Montana-Dakota Utils. ... 
e Mountain Fuel Supply .... 
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National Fuel Gas 
National Gas & Oil 
Northern Nat. Gas 
Oklahoma Nat. Gas 
Pacific Pub. Serv. ........ 
Panhandle Eastern P. L. .. 
Peoples Gas Lt. & Coke ... 
Southern Union Gas 
United Gas 
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Atlanta Gas Light 
Bridgeport Gas 

Brockton Gas Lt. ........ 
Brooklyn Union Gas 
Central Elec. & Gas 
Consol. Gas Util. ......... 
Hartford Gas 

Haverhill Gas Lt. ........ 
Houston Nat. Gas 

Indiana Gas & Water . 
Jacksonville Gas 

Kings County Ltg. ....... 
Laclede Gas 

Minneapolis Gas 

Mobile Gas Service 
National Util. of Mich. ... 
New Haven Gas Lt. ...... 
Pacific Lighting 
Providence Gas 

Rio Grande Valley Gas . 
Rockland Gas 

Seattle Gas 

So. Jersey Gas 

United Gas Improve. ...... 
Washington Gas Light .... 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, 
AND WATER COMPANIES 


5/2/51 Indicated Share Earnings: 
rice Dividend Approx. Cur. Prev. % In- 
About Rate teld Period Period crease 


Communications Companies 
Bell System 
Amer. Tel. & Tel. ........ 
Cinn. & Sub. Bell Tel. .... 
Mountain Sts. T. & T. .... 
New England Tel. ........ 
Pacific Tel. & Tel. ........ 
So. New Eng. Tel. ...... 
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Independents 
Central Telephone 
General Telephone 
Peninsular Tel. 
Rochester Tel. 


ransit Companies 

Chicago SS. & S.B. ...... 
Chicago No. Sh. & Mike. .. 
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Dallas Ry. & Term. ...... 
Greyhound Corp. ......... 
Kansas City P. S. «2.2200 
Los Angeles Transit 
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St. Louis P.S. A 

Syracuse Transit 

United Transit 
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Averages 

Water Companies 

Holding Companies 
Amer. Water Works 8 
N.Y. Water Service 27 

Operating Companies 
Bridgeport Hydraulic .... 32 
Calif. Water Serv. ........ 28 
Elizabethtown Water .... 
Hackensack Water 
Indianapolis Water 
Jamaica Water Supply .... 
Middlesex Water 
New Haven Water 
Ohio Water Service 
Phila. & Sub. Water 
Plainfield Union Wt. ..... 
San Jose Water 
Scranton-Spring Brook ... 
Southern Cal. Water 
Stamford Water 
West Va. Wt. Service . 


Averages 5.9% 13.2 


D—Deficit. C—Curb exchange. O—Over-counter or out-of-town exchange. S—New York 
Stock Exchange. * Based on average number of shares outstanding. # In order to facilitate 
comparisons, earnings are calculated on present number of shares outstanding, except as 
otherwise indicated. d*—December, 1949. ju—July. s—September. d—December. j—January, 
1951, f—February. m—March. NC—Not comparable, 
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What Others Think 


Regulation versus Federal Competition 


EMBERS of the Maryland Utilities 

Association recently heard a 
strong defense of state utility regulation 
and a forthright attack against encroach- 
ing Federal regulation and competition 
in a speech delivered by Senator Her- 
bert R. O’Conor of Maryland at their 
annual conference held in Baltimore. 

The Senator prefaced his remarks by 
referring to a tremendous world-wide 
struggle in progress, the outcome of 
which will determine the direction in 
which mankind will move in the years 
ahead. He said that it is a struggle for 
the control of men’s minds—a battle to 
the death between the allure of false 
ideologies and the principles of justice 
and morality upon which our democracy 
and the inherent dignity of the individual 
rest. 

He then turned to the struggle rag- 
ing in this country between those who 
favor transferring and those who oppose 
transferal to a huge central government 
more important functions of government 
which, over a century and a half of our 
national existence, traditionally have 
been reserved to the states and local gov- 
ernment. He added: 


In these efforts towards centraliza- 
tion, to the successful prosecution of 
which many high in public life in 
America have committed themselves, 
openly or covertly, the field of public 
utilities has been and increasingly will 
be one of the main battlegrounds. The 
Federalists, if I may so term them, with 
due apologies to Alexander Hamilton, 
already have made alarming progress, 
as evidences of which might be cited 
TVA; the Southeastern, Southwest- 
ern, and Bonneville Power administra- 
tions; and the recent Supreme Court 
decision in the East Ohio Gas Case. 
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He stated that the ultimate result of 
these proposals would be to sound the 
death knell for more privately owned 
electric companies, which would be 
superseded by Federal power authorities 
serving more and more and more elec- 
tric customers. He continued : 


In resisting to the utmost these pro- 
jected further inroads into a field 
which has more than justified its 
claims to government support rather 
than governmental opposition, you 
will be fighting not only your own 
battle. You will be taking part in a 
strategic phase of the great over-all 
contest between Federal bureaucracy 
and the 48 states over the right to 
regulate in utility and other fields for 
the best interests of our people. 


N discussing the question, “Is the trend 
toward Federal domination of regu- 
lation an irresistible force?” he observed 
that it has become fashionable, in recent 
years, for some economists who accept 
the idea of nationalization of our regu- 
lation of public utilities to speak first of 
all about a “trend” towards Federal 
regulation, at the expense of state regu- 
lation. He stated that then, hypnotized 
by their own premise—that all regulation 
is moving towards Washington—they 
jump to the unsound conclusion that such 
a trend of regulatory authority is some- 
how inevitable and desirable and, in any 
event, irreversible. The Senator, in dis- 
agreeing, admitted that the premise has 
some foundation in fact. 

He called it the old story of centraliz- 
ing authority in the hands of a Federal 
government. And he commented that 
there has never been a dictator who did 
not start out on his course by centraliz- 
ing government authority—removing it 
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as far away as possible from the people. 
He warned that it could be the same road 
public utility regulation in the United 
States will travel. He continued: 


In my opinion, Congress can help 
this situation. I go further and say that 
this trend is not only reversible, but 
that it should be reversed, if the na- 
tion is not to move nearer the same 
brand of administrative absolutism 
which characterized the corporate 
state. History is a graveyard of na- 
tions which were unable to stop the 
centralization of regulatory and other 
economic powers, including taxation 
—short of overbalance, collapse, and 
resulting destruction. 

What is the primary reason for 
regulation of utilities? It is to take the 
place of the regulation which normally 
results automatically from free compe- 
tition. There are elements of monopoly 
in most utility businesses, however, so 
competition cannot be completely free. 


; > Maryland Senator then dis- 
cussed the elements of competition 
in the regulated industries : “First, virtu- 
ally all utilities are facing increasing 
direct competition with other products, 
to say nothing of the fierce indirect com- 
petition for the consumer’s dollar. This 
is an incident of the scientific develop- 
ment of our times. As such competition 
increases, the regulation of the market 
place increases. As the soundest of all 
regulation, this should be permitted to 
perform its economic function of regu- 
lating the utility. 

“The second kind of competition is 
that from other producers of the same 
product or service. This, too, has some 
local aspects at least in the electric utility 
industry where there are many munici- 
pally owned utilities. In addition to this, 
a new factor has appeared in modern 
times—it is the competition of the Fed- 
eral government itself.” Of the latter he 
noted : 


During the last two decades, Fed- 
eral generation of kilowatt hours in- 
creased from less than 1 per cent of 


the nation’s total supply for public 
sale, to about 15 per cent, and the blue- 
prints are in process for more expan- 
sion. Here is competition with a venge- 
ance, for these plants are tax-free, 
with no economic compulsion to make 
a profit and no economic penalty for 
losses. 


He went on: 


The bearing of this situation on the 
problem of utility regulation is ob- 
vious. If the largest competitor of the 
investor-owned electric utilities is to be 
the Federal government itself, then 
regulation of these utilities ought to be 
left to the independent state agencies. 
Certainly, Federal agencies are less 
likely to be disinterested in their 
thinking because they all owe their 
existence to the same administration 
which supports a policy of regulation 
on the one hand and competition on 
the other. 

I am aware of the argument of those 
who think that, regardless of constitu- 
tional law, there is some inescapable 
virtue in centralized, uniform Federal 
regulation—as distinguished from that 
of 40-odd state commissions. 


TS Senator pointed out that Fed- 
eral regulation is proper in those 
fields where substantial interstate com- 
merce is clearly involved. These are 
major categories of operation for gas, 
electric, transportation, and communica- 
tion utilities. These areas of jurisdiction 
already permit the economic regulation 
required by economic interdependence. 
He observed that in these fields a num- 
ber of Federal regulatory agencies have 
done some excellent work. But he add- 
ed that inclusion of these areas in such 
a discussion as this only tends to confuse 
the issue. “What is really at issue is 
the marginal case where local operations 
clearly predominate and where extension 
of Federal regulation is nevertheless pro- 
posed or is already asserted.” 

O’Conor then considered the evalua- 
tion of regulatory practices. He ob- 
served that the overwhelming majority 
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of regulatory principles and practices in 
effect today, including most of those ad- 
vocated by the Federal regulatory com- 
missions, actually originated in the state 
commissions. They were designed, cut, 
tried, and fitted by the staffs of the state 
commissions. As a result, he claimed 
that they were not uniform because they 
were developed by various men and vari- 
ous methods at different times and places. 

He referred to recent remarks by 
David E. Lilienthal who, in writing in 
Collier’s magazine, said: “No one can 
tell in advance where great new ideas will 
come from . . . We’ve always tried to 
encourage people to have such ideas; 
never before have we turned over to any- 
one (much less to our government) the 
power to limit the circle from which 
ideas come.” 

He went on to quote Mr. Justice Jack- 
son in his dissenting opinion in the Con- 
necticut Light & Power Company Case: 
“.,.the insulated chambers of the 
states are still laboratories where many 
lessons in regulation may be learned by 
trial and error on a small scale without 


involving a whole national industry in 
every experiment.” 


s evidence of a move in Congress to 
do something about the situation, 
O’Conor referred to his recently intro- 
duced bill (S 1084) to amend the Nat- 
ural Gas Act so as to place intrastate dis- 
tribution of natural gas under the public 
service commission rather than the Fed- 
eral Power Commission. 

As a basis for the need of such a meas- 
ure, the Senator pointed to the U. S. 
Supreme Court ruling in the East Ohio 
Case, where a utility, engaged for the 
most part in the intrastate distribution 
of gas, was declared subject to the juris- 
diction of the Federal Power Commis- 
sion because it receives natural gas from 
a supplier outside the state. 

He stated that the action of the Fed- 
eral Power Commission in claiming 
jurisdiction is entirely in line with other 
efforts to inject the Federal government 
more and more into local affairs. He 
continued : 
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Again, though, it is a part of the 
frontal attack on state and local rights 
and as such must be resisted to the 
very end. I shall push for prompt ac- 
tion in the committee and on the Sen- 
ate floor because the issue involved is 
one that has arisen in other jurisdic- 
tions as well. In one instance Federal 
jurisdiction has been asserted where 
less than 1 per cent of the facilities 
involved were in interstate commerce; 
in another, only two-thirds of 1 per 
cent of gross sales were the basis for 
jurisdiction. No single issue raised in 
this field can be neglected, for every 
time a Federal agency is successful in 
its encroachment the pattern becomes 
more definite and more difficult to op- 
pose successfully. 


OSS then turned to the recent re- 
port of the Water Resources Policy 
Commission. He stated that, judging 
from the conclusions presented, the mem- 
bers of that commission must feel that 
complete centralization is inevitable. He 
claimed that they are doing their utmost 
to bring about such Federal control in 
the field of their study. He went on: 


It can be said of their report, I be- 
lieve, that the program recommended 
would conserve water resources but 
not the rights of local government. 
Such an analysis should be kept in the 
minds of each one of us, as a warning 
of future gradual extinction of the sys- 
tem of private enterprise in the utili- 
ties field. You gentlemen are, I am 
sure, alert to the implications of not 
only this report but also of the conclu- 
sions of many similar studies made in 
these times. On the legislative level 
some of us are thoroughly aware of the 
situation, and doing our best by voting 
against all such proposals. 


He further stated that TVA, REA, 
and the many other Federal establish- 
ments and facilities have made inroads 
into the utility sphere of private enter- 
prise. He added that what has happened 
up to now, however, is relatively in- 
significant compared to what the situa- 
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“HEY MABEL, YOU’RE WANTED ON THE TELEPHONE!” 


tion will be if the valley authority idea, 
and now the water resources program, 
are ever fully or even partially effectu- 
ated. 

He then told the utility men that, in 
resisting further inroads into their field, 
they would be fighting not only their own 
battle but taking part in a strategic phase 
of the over-all contest in which the states 
were being threatened increasingly with 
the loss of a great many of their inherent 
rights. He stressed that nothing could 
emphasize this more clearly than the vast 
scope and detail of the program which 
the Water Resources Policy Commis- 
sion has proposed. To this he added: 


_ The commission’s recommendations, 
it seems to me, pose in unmistakable 
terms this basic question: Are the 
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people of this country, through their 
state and local governments, fit to be 
entrusted with the continuing develop- 
ment of the resources which have done 
so much to make this country great? 
Or is the attainment of such progress 
too much for individual and local 
capabilities, and to be undertaken and 
controlled only by a bureaucratic, 
socialized Federal system? 


Bron went on to say that on 
numerous occasions in the past, and 
more frequently in recent years, there 
has been apparent a lack of sympathy on 
the part of government with privately 
owned electric companies. He continued 
that regardless of the fact that such com- 
panies have prospered and developed 


MAY 24, 1951 





PUBLIC UTILITIES FORTNIGHTLY 


splendidly and solely as a result of indi- 
vidual initiative and enterprise, the new 
theory among too large a section of high 
government officials is that government 
should preémpt this field. He noted such 
persons argue that ownership of these 
national resources is vested in all the 
people, and therefore development and 
regulation should be in the hands of gov- 
ernment, because, according to them, 
only thus can the people’s interests be 
adequately served. The Senator then 
said : 


One has only to study the records of 
privately owned companies, with their 
history of large tax payments and busi- 
nesslike methods, as compared to gov- 
ernment undertakings, financed by 
your taxes, to arrive at a conclusion as 
to which system is better for the coun- 
try. 


In contrast, he pointed to the economic 
well-being of the people in countries 
where government has achieved the ulti- 


mate in paternalism. He observed that 
to do so is to be confirmed more 
thoroughly than before in the conviction 
that the American system of private en. 
terprise is too valuable, too sound for us 
ever to yield to any persuasive arguments 
for further government intervention, 

Senator O’Conor closed by stressing 
that he would not contend that in every 
case local handling of regulatory matters 
or development of resources has been 
more efficient than is sometimes possible 
in projects handled by Federal bureaus 
or agencies. However, he observed that 
there is a vastly larger question involved 
than can be adequately determined solely 
on the basis of individual deficiencies or 
excellencies. As an example, he pointed 
out that even if some betterment in ad- 
ministration, such as improved ways for 
conserving our resources, might result 
from Federal control in certain localities, 
the price entailed for such benefits is far 
too high to pay for any such local or 
temporary achievement. 





Natural Gas in Relation to National Defense 


ee gas in relation to national 
defense was the subject of a re- 
cent speech given by Paul Kayser, presi- 
dent of the El Paso Natural Gas Com- 
pany, before the division of production 
of the American Petroleum Institute in 
Amarillo, Texas. Kayser noted that in 
appraising any commodity in relation to 
the national defense program, two things 
must be borne in mind: (1) to what 
extent does the community contribute 
to the production of munitions and other 
war materials and to the actual training 
of troops; and (2) to what extent is it 
necessary for the maintenance of the 
economy at a high productive level. 

As an example, he stated that copper 
is one of the most important materials 
for the production of munitions. Natural 
gas supplies the fuel for the production 
of more than 80 per cent of all copper 
produced in the United States. 

He went on to point out that potash 
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is an important substance in the manu- 
facture of explosives and in the produc- 
tion of fertilizers to maintain high agri- 
cultural production. Natural gas sup- 
plies the fuel for the production of 95 
per cent of the potash produced in this 
country. The gas industry executive 
continued : 


More than 50 per cent of the great 
plants of the chemical industry are 
located on the Gulf coast of Louisiana 
and Texas, because of access to large 
volumes of natural gas at low cost 
from the vast gas fields of that area. 
No war can be fought successfully 
and no economy can be maintained 
in modern times without a vigorous 
and expanding chemical industry. 
Natural gas is essential for this pur- 


pose. 


E then pointed out the increasingly 
important role of natural gas in 
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the steel and aluminum industry. He 
sated : 

In the making of steel, natural gas 
is an absolute essential in certain heat- 
treating processes. It is imperative 
that the steel mills all over the country 
—in Pittsburgh, Youngstown, Gary, 
Chicago, Houston, Salt Lake City, Los 
Angeles, and San Francisco — have 
dependable and expanding quantities 
of natural gas to maintain an expand- 
ing steel production, the most vital 
sinew of defense. 


He continued: 


Natural gas is playing an increas- 
ing part in the production and proc- 
essing of aluminum, as witnessed by 
the fact of the delivery of large 
volumes of gas per day for use in 
aluminum plants in Tennessee and the 
recent location in the Corpus Christi 
area of an aluminum plant to use 
50,000,000 cubic feet of gas per day 
for the production of aluminum for the 
defense program. 


c= then turned to the question of 
pipeline expansion in the emer- 
gency. He stated: 


Whether or not new lines are to be 
built into new areas, and the extent 
of the expansion of present systems 
in interstate commerce, is a matter for 
the joint decision of the Federal 
Power Commission and the Petroleum 
Administrator for Defense, This ques- 
tion should be decided on full con- 
sideration of all the facts in hearings 
before the FPC, including the vital 
question of the availability of other 
fuels. The Natural Gas Act has not 
been repealed and the certificate pro- 
vision of such act is as valid as it ever 
was and undoubtedly will continue in 
effect after this emergency has passed. 


On the subject of gas industry control 
by the Petroleum Administration for 
Defense, Kayser said: 


I wish to say here, and I am sure 
I can speak for the entire indus- 
try, the appointment of the assistant 
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deputy [of the Petroleum Adminis- 
tration for Defense] and the gas coun- 
cil is highly satisfactory to the in- 
dustry and should promote a most 
efficient and codperative implementa- 
tion of the Defense Act in respect to 
gas. The assistant deputy administra- 
tor [C. P. Rather] is a man of broad 
experience in the industry and is well 
qualified for this very difficult job. The 
council plainly has been carefully 
chosen from every phase of the indus- 
try, and each section of the country 
is properly represented. 


AYSER then turned to a recent panel 

discussion of the available fuel re- 
sources of the nation and the formula- 
tion of a national fuel policy in respect 
thereto, called by the Senate Committee 
on Interior and Insular Affairs. 

He stated that the building of syn- 
thetic plants now, with government help, 
to make all types of liquid and gaseous 
fuels was advocated by the coal interests. 
The answer of the gas industry to this 
restrictive policy, presented to the panel 
and members of the Senate committee, 
is based on the fact that there are 
approximately thirty years’ proved re- 
serves of natural gas to support the pres- 
ent rate of consumption of gas in this 
country. But the rate of discovery of 
reserves exceeds consumption each year 
by more than double the consumption. 

He went on to say that the past 5-year 
period has been the period of greatest 
expansion in the history of the natural 
gas business and yet during that period 
the proved reserves of natural gas, after 
consumption, have risen from 160 tril- 
lion cubic feet to 185 trillion cubic feet. 
Despite the phenomenal increase in the 
use of this commodity, the known re- 
serves have increased more than 25 
trillion cubic feet. 

Kayser continued : 


So long as this trend continues there 
is no occasion to be concerned about 
the exhaustion of the reserves. So 
long as this trend continues there is 
no necessity to construct or put in 
operation plants for the production of 
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synthetic high BTu gas from either 
coal or oil shale. The technology of 
the construction and operation of such 
plants should be fully developed as 
rapidly as such technology can be ad- 
vanced, but so long as the reserves are 
rising each year there is certainly no 
occasion to put such plants into com- 
mercial production, 


Sy answer to the charge that the natural 
gas industry was displacing other 
fuels, Kayser noted that the natural gas 
industry has in the past and is now mak- 
ing a permanent contribution to a more 
efficient economy than has existed here- 
tofore. He added that by taking present 
freight rates for coal and present costs 


He continued with the following: 


Actually, the natural gas industry, 
in developing and expanding as it has, 
is not disrupting the nation’s economy 
but is building a more stable and eff- 
cient economy for the use of our 
natural resources. 


Kayser then discussed the scientific 
advances made on shale oil extraction: 


Technology for the construction 
and operation of synthetic plants has 
already progressed to the point that 
competent engineers tell us that most 
petroleum products and 900 Bru gas 
can be made from coal and oil shales, 
Further advances should be made as 
rapidly as human ingenuity can go, 





of transporting gas by large diameter, but there is certainly no necessity tom 

high-pressure pipelines and, likewise, put such plants into commercial opera- sa 

costs of transporting oil through large tion so long as our reserves are ex- G: 

diameter, high-pressure pipelines, it can panding more rapidly than our con- : 

be demonstrated that the transportation sumption. Whenever we turn over Hj 1 
of a unit of energy—namely, a kilowatt the hill of our gas reserves there will 

hour—by means of coal by railroad is be time enough to construct and place # “ 
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portation of such unit of energy; that | synthetic gas from the available re- 
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Nn 

a4 HE accumulation and productive investment of savings I 

should be consistently encouraged as an important f 

factor to meet the demands for a growing output of useful goods I 


and services in our growing population. This growth calls for 
continuous adjustment to meet the changing demands of an 
improved living standard. The redistribution of the nation’s 
man power and resources to meet those demands of progress is 
thus one of the major problems now facing American agricul- 
ture, industry, and commerce. The accomplishment of that 
objective calls for stimulating rather than repressing the peo- 
ple’s inventive resourcefulness, business initiative, and labor 
mobility.” 


ont Gh 


—CuHar-es R. Cox, 
President, Carnegie-Illinois Steel 
Corporation. 
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The March of 
Events 


In General 


Pipeline Dispute Will Go to 
Court 


t Paso Naturat Gas COMPANY 
was recently reported to be prepar- 

ing to go to court to clear up a dispute 
with the Interior Department that has 
halted construction of its $44,500,000 
San Juan pipeline in northern Arizona. 
The president of El Paso Natural 
Gas said a suit would be filed “in the 
near future” in Federal district court in 
Washington, D. C., to determine the 
utility’s legal obligation as a common 
carrier. He said he was hopeful the suit 


¥ 


would lead to preliminary agreement 
with the Interior Department to allow 
the company to resume construction of 
the line. Only about 30 miles or so of 
the 400-mile line remains to be laid. 
The Department of Interior notified 
El Paso Natural Gas several weeks ago 
that right of way through public lands 
of the last 16 miles of the line in northern 
Arizona would not be granted unless El 
Paso met certain conditions. The depart- 
ment entered the dispute because the line 
crosses the Navajo reservation over 
which the department has jurisdiction. 


California 


State Should Have Power to 
Regulate Contracts 


(ae Earl Warren declared 
recently the state should have the 
power to regulate contracts between 
private utility companies and their 
affiliated organizations. The governor 
made this comment in connection with 
legislation which would grant such 
power to the state public utilities com- 
mission. 

The assembly public utilities and 
corporations committee has referred the 
bill to an interim committee for further 


study. But Assemblyman Rosenthal of 
Los Angeles, author of the bill, said he 
would ask to withdraw it to the floor. 


Central Valley Resolution 
Adopted 


4 3 state senate recently adopted a 
resolution asking for a state study 
to determine the feasibility of Cali- 
fornia’s purchasing the Federal govern- 
ment’s interest in the Central Valley 
project. 

Senator Hatfield (Republican, Mer- 
ced) is author of the resolution. 


Connecticut 


Agree State Cannot Control 
Gas Line Location 


Cre Lodge and House Major- 
ity Leader Shapiro agreed recently 
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that the state has no authority to control 

the location of natural gas pipelines in 

Connecticut. 

The only authority the state has in 
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connection with these pipelines, they 
said, concerns “health, safety, and pub- 
lic convenience.” A bill was reported 
being drafted by the public utilities com- 
mittee of the state legislature that would 
deal chiefly with these features. 

Mr. Shapiro made known his views 
following a GOP house caucus last 
month that discussed the pipeline situa- 
tion. 

Governor Lodge said state control of 
pipeline location is doubtful because of 
possible conflict with the interstate com- 
merce clause of the United States Con- 
stitution. The Federal Natural Gas Act 
of 1938 gives pipeline companies the 
right of eminent domain in taking land 
for pipelines. 

The judiciary committee was expect- 
ed, in another bill, to include a provision 
that appeal from condemnation awards 
in pipeline cases shall be tried by jury 
and would make these actions preferred 


cases in courts to assure speedy adjudi- 
cation. 

The public utilities committee bill was 
expected to empower the state public 
utilities commission to order pipeline 
companies to make the gas detectable by 
odor and to make certain adjustments in 
their lines so as to prevent interference 
with hospitals, schools, and public build- 
ings. 

The state attorney general subse. 
quently told the governor that in his 
opinion the state can regulate the loca- 
tion of natural gas pipelines. When he 
filed his opinion with the governor he 
also submitted a sample bill for consid- 
eration by the legislature. That bill 
would describe natural gas as inherently 
dangerous and would require pipeline 
companies to be subject to rules and 
regulations of the state commission per- 
taining to layout, construction, and 
operation of pipelines. 


ae 
Florida 


Utility Fee Proposed 


METHOD of having utilities regulated 

by the state railroad and public 

utilities commission pay for the commis- 

sion’s operation was proposed recently 
in the senate. 

The senate’s finance and taxation com- 
mittee proposed that utilities be assessed 
fees for paying the commission’s ex- 
penses in ratio to their gross incomes. 
The bill contains no set system of fees. 

The measure in effect provides that 
the state comptroller figure out ratios of 
payments based on the amount of state 
funds appropriated for the commission 
by the state. 

Introduction of the bill followed pas- 
sage of the act to have the commission 
regulate private electric power and gas 


companies. Some senators objected to 
that bill because it contained no provi- 
sion for having utilities pay for the costs 
of being administered by the commission. 


Seek Commission Pay Raise 


PONSORED by eleven senators, a bill 

was introduced in the state legisla- 
ture recently to raise the pay of members 
of the state railroad and public utilities 
commission to $9,500 a year from $7,500. 
The raise would become effective July 
Ist. 

The salary increase would help com- 
pensate the commissioners for added 
duties they will have in regulating 
privately owned gas and electric public 
utilities in the state. The bill providing 
for their regulation cleared the state 
legislature on May 2nd. 


* 
Kentucky 


Court Approves Consolidation 


HE state court of appeals on May 
Ist approved consolidation of 
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Louisville Railway Company and Capi- 
tal Transit Company of Frankfort. 
The plan calls for the two city bus 
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THE MARCH OF EVENTS 


jnes to be merged under the name of 
Louisville Transit Company through an 
exchange of stock. By that means the 
Louisville Company’s $5,000,000 stock 
deficit could be wiped out. After that 
the sponsors of the plan expect to begin 
pying dividends again on preferred 
stock. 

Stockholders of the Louisville Com- 
pany owning 9 per cent of the company’s 


preferred stock fought the consolidation. 
They claimed the proposed exchange of 
stock in the Louisville Company for that 
in the new one would work in favor of 
holders of common stock and against 
those owning preferred. 

Appellate Judge Milliken said the pro- 
posal was legal and that it was obvious 
that the corporation and all its stock- 
holders would benefit. 


a 
Maryland 


Court Invalidates Contract 


3-PARTY contract between the Penn- 
sylvania Water & Power Com- 
pany, the Consolidated Gas, Electric 
Light & Power Company, and Safe 
Harbor Water Power Company was 
invalidated recently in Federal court by 
Judge Albert V. Bryan, of the eastern 
district of Virginia. 

Judge Bryan, who presided at the trial 
of the case in Federal court at Baltimore, 
ruled that the 1931 contract violates the 
Sherman Anti-Trust Act and breaks 
Pennsylvania law by reducing Safe 
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Harbor “from a public utility to an im- 
potent agency of the other parties.” 

A spokesman for Penn Water asserted 
that the decision would in no manner 
affect the supply of electric power in 
Baltimore or the rates charged local 
consumers. 

The action of Judge Bryan followed 
the invalidation of a similar contract be- 
tween Penn Water and Consolidated, in- 
volving the sale of hydroelectric power 
generated at Penn Water’s Holtwood, 
Pennsylvania, plant. 

The question of an appeal was said to 
be under consideration. 


Missouri 


Increased Rates Sought 


ae in electric rates, totaling 
$2,800,000 annually on the basis of 
1950 sales, is sought by the Kansas City 
Power & Light Company. Applications 
were filed recently with the state public 
service commission in Jefferson City and 
the Kansas Corporation Commission in 
Topeka. 

For urban residential service, affecting 
all consumers in Kansas City, Missouri, 
and the immediate adjacent territory, 
the sought-for rates would carry an in- 
crease of one-half cent an hour up to 
120 hours. The minimum monthly bill 
of 50 cents would remain unchanged. 

The Missouri application asked that 
the new rates become effective in thirty 
days, which would be June Ist. No date 
was given in the Kansas application. 
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All classes of customers would be 
affected—tresidential, rural, commercial, 
and industrial—under the proposals. The 
utility serves approximately 196,000 
customers in Kansas City, Missouri, and 
in twenty counties of Missouri and 
Kansas. 


Suit Filed to Test Validity of 
King-Thompson Act 
6 State Board of Mediation re- 
cently asked the state supreme 
court to determine the constitutionality 
of the King-Thompson Act, which pro- 
hibits strikes in public utilities. 

Daniel C. Rogers, chairman of the 
board, asked the supreme court for a 
writ of mandamus to compel Elmer 
Pigg, state comptroller, to pay the 
salaries and expenses of the board for 
April. 
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Early last month, J. E. Taylor, attor- 
ney general, rendered an opinion that 
the act is unconstitutional. Later he 


directed Pigg to stop payment of salaries 
and expenses of the board based on hij 
opinion. 


New Hampshire 


Rate Boost Requested 
A boost in electric rates 


was formally requested early this 

month by the Public Service Company 
of New Hampshire. 

The company’s attorney made known 


the utility’s exact revenue needs for the 
first time, when he filed a brief ending 
the firm’s more than year-long fight for 
a revision of its rates, with the state pub- 
lic service commission. The request was 
taken under advisement by the commis- 
sion. 


New Jersey 


Senate Splits Utility Bills 


HE state senate passed one impor- 
tant utility bill and killed another 
in the closing hours of the final session 
of the legislature early this month. 
Approved by a vote of 13 to 4, without 
any floor discussion, was a measure by 
Assemblyman Shershin (Republican, 
Passaic) which would set up a new op- 
tional formula that the state utilities 
commission could employ in fixing bus 
fares. 
Allowed to die was an administration 


bill which would have permitted the state 
attorney general to retain special counsel 
and experts to contest utility applications 
for increased rates or fares and have the 
costs assessed against the utility. 

The Shershin Bill, as approved in its 
final form, included both the Public 
Service transportation companies, as 
well as all small bus companies. It estab- 
lishes an “operating ratio” as a substi- 
tute for a rate base and provides, in 
effect, that bus companies may earn up 
to 10 per cent net profit on their gross 
revenues. 


we 
Ohio 


Commissioner Joins Utility 


Hs M. MILLER, a member of the 
state public utilities commission 
since February 1, 1941, recently was 
elected a vice president of the Columbus 
& Southern Ohio Electric Company. 


Miller resigned his post on the con- 
mission April 30th. He had served as 
chairman of the commission from 1947 
to 1949 and last year was president of 
the National Association of Railroad and 
Utilities Commissioners. 


Texas 


Rate Boost Granted 


HE Southwestern Public Service 

Company has been granted a 10 

per cent increase in electric rates to add 

an estimated $1,100,000 to its operating 
revenues. 

Residential and commercial customers 

are affected in Texas and New Mexico, 
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where the company derives about 95 per 
cent of its gross electric utility reve 
nues. 

Most of the increases, granted by 
Texas municipalities and the New Mex- 
ico Public Service Commission, weft 
made effective for April, and all will be 
in effect this month. 
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Progress of Regulation 


Certificate Amendment Eliminating Restrictions on Common 
Stock Dividends Disapproved 


Tt a rehearing of a gas company’s pe- 
A tition for authority to file an 
amended certificate of incorporation, the 
New York commission affirmed its 
arlier decision approving three and re- 
jecting two of the amendments. 

One of the amendments under con- 
sideration at the rehearing pertained to a 
restriction on the declaration of com- 
mon stock dividends. This provision re- 
quired the company to make an allow- 
ance for annual depreciation expense 
before determining the net income avail- 
able for dividends. It required that this 
allowance be not less than 124 per cent 
of the gross revenues less maintenance 
expenses and the cost of purchased gas. 

The commission said that as a gen- 
eral rule restrictions on the payment of 
common stock dividends are designed to 
protect the interest of security holders 
and maintain as far as possible a healthy 
capital structure. In this case the com- 
mission considered the restrictions a 
safeguard against dividend arrearages 
which would adversely affect the com- 
pany’s credit and possibly disrupt its 
capital structure. 

The commission also pointed out that 
the company had two other proceedings 
pending before it involving rates for 
manufactured gas and the introduction 
of natural gas. Because of the changes 
in rates and operating practices which 
would take place upon the conclusion of 
these proceedings, the company’s earn- 
ings would fluctuate from time to time. 
The commission felt that until earnings 
were stabilized the restriction on divi- 
dend payments should be continued. 
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In commenting on the fact that the 
Securities and Exchange Commission 
had originally insisted on this restriction 
being included in the certificate, the 
public service commission made the fol- 
lowing statement : 


... the interpretive powers of a 
prophet are not required for a general 
understanding of why the Securities 
and Exchange Commission insists 


that restrictions on common stock 
dividends be applied, not only against 
the Kings County Lighting Company, 


but also to utility companies emerging 
from reorganization proceedings un- 
der its jurisdiction. 


The other amendment pertained to 
the company’s enlarging its operations. 
It was disapproved because of the ab- 
sence of evidence that it would be in the 
public interest to permit the company to 
operate in all five boroughs instead of 
just Kings county. The testimony of 
company witnesses in support of the 
amendment indicated that it was more 
convenient for the board of directors to 
hold meetings in New York county 
than in Kings; that the company bor- 
rowed money and maintained an account 
in a bank in New York county ; and that 
two of the points at which it received 
natural gas were counties other than 
Kings. Such testimony was considered 
insufficient. 

Finally, the commission rejected a re- 
quest that the certificate be approved as 
a whole rather than in three separate 
amendments, because of the added cost 
to the company to prepare and file the 
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separate certificates. The company is in 
its present position, the commission 
said, not because of anything the com- 
mission had done but because proper 


resolutions had not been prepared for 
stockholders’ action at the meeting. Re 
Kings County Lighting Co. (Case 
15158). 


7 


Merger of Electric Subsidiaries Fair to Minority Interests 


HE Securities and Exchange Com- 

mission approved a series of trans- 
actions relating to the separation of the 
gas properties from the electric properties 
of five subsidiaries of New England Elec- 
tric System. The subsidiaries were com- 
bination gas and electric companies. It 
also approved the merger of eight electric 
subsidiaries. 

The merger was proposed by the hold- 
ing company to place contiguous electric 
properties into a larger and more efficient 
operating unit. It would also reduce a 
large number of small units composing 
the holding company system. The com- 
mission observed that this intrasystem 
rearrangement would ordinarily create 
no problem were it not for the existence 
of small public interests in the stocks of 
three of the subsidiaries. 

The security holders would receive 
shares of the surviving company. In ad- 
dition the holding company proposed to 
purchase that stock from them for $75 
per share. The commission, in holding 
the offer fair, pointed out that public se- 
curity holders are at a disadvantage in a 
company which is part of a larger holding 
company system. The interests of their 
particular company may not always be 
identical with the interests of the system 
as a whole. When such a conflict arises, 


the management of the holding company 
has little choice but to make its decisions 
in the light of the over-all needs of the 
system, whatever the effect on the minor- 
ity holders of the subsidiary. 

The commission said that the right to 
vote for directors is an illusory protection 
where the bulk of the voting stock is held 
by the parent company. In administering 
the Holding Company Act in the light of 
its duty to protect the interest of inves- 
tors, the commission must examine the 
fairness of the proposed offers to minority 
stockholders of the subsidiaries involved. 

The holding company’s cash offer was 
16.3 times past earnings and 16 times 
estimated future earnings. It was noted 
that the estimated future earnings and 
dividends did not reflect any economies 
which might result from the proposed 
merger. 

The commission held the cash of- 
fer to be fair to the holding company 
and its stockholders. It concluded that it 
was in the interest of the holding company 
and its stockholders to eliminate the 
minority interests, and that it would be 
advantageous to the minority interests to 
accept the cash offer because of the diffi- 
culties inherent in their position. Re New 
England Electric System et al. (File No. 
70-2514, Release No. 10370). 


2 


Statutory Authority for Motor Carrier Competition 


a commission, upon a finding of 
public convenience and necessity, 
may authorize a motor carrier to serve 
in the territory of an existing carrier, but 
not on the same route, without affording 
the existing carrier an opportunity to 
remedy the inadequacy, said the North 
Carolina Supreme Court. 

Under statute, the only protection 
against duplication of service is the speci- 
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fied route covered by the existing carrier's 
certificate rather than the territory it 
serves. But, the commission said, the con- 
trolling factor in authorizing service in 
an existing carrier’s territory is public 
convenience and necessity. If proposed 
operations in the territory would endan- 
ger or seriously impair operations of ex- 
isting carriers, contrary to public inter- 
est, the certificate should not be granted. 
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The court found that, in addition to 
duplication of service, a short distance of 
existing carrier’s actual route had been 
duplicated, after the commission had 
found that such duplication was not in 
the public interest. Ordinarily, the court 
gid, because the distance was short and 
the revenue involved was nominal, it 
would pass the question as being too in- 
significant to command attention. How- 
ever, this case would become precedent 
and control decisions in other cases of 
much greater moment, and such duplica- 


tion was held to be contrary to statute. 

The court, in remanding the case to the 
commission, pointed out that duplication 
of service for a short distance on the same 
highway would not be, in itself, illegal 
if in the public interest. If such a finding 
is made, however, the commission may 
grant such authority subject to such re- 
strictions as will protect an existing car- 
rier with respect to that part of the high- 
way to be traversed by both. State ex rel. 
Utilities Commission v. Queen City 
Coach Co. 63 NE2d 113. 


e 


Comparison Made between Increased Transit Rate and 
Rise in Cost of Living 


j i« Wisconsin commission permitted 
a local transit company to increase 
its cash fare from 13 cents to 15 cents 
and to make other changes in its fare 
schedule so that it would earn a return 
of approximately 6 per cent on its rate 
base. This return would allow sufficient 
earnings to assure the safety of riders 
and the improvement of service. 

The rates authorized by the commis- 
sion were 55 per cent over the company’s 
1939 rates. This percentage was not con- 


sidered unreasonable inasmuch as the 
general cost of living had increased 76 
per cent in the same period. 

The commission ordered the company 
to continue selling weekly passes but per- 
mitted it to increase their price from 
$1.40 to $1.60. The importance of the 
pass in speeding up fare collections played 
an important part in the commission’s de- 
cision as to its retention. Re Milwaukee 
Electric R. & Transport Co. (2-SR- 
2220, MC-1363). 


e 


Measured Consumption Properly Prorated after Rate Change 


—- against the action of a 
gas and electric company in pro- 
rating measured consumptions on a time 
basis and applying new rates to con- 
sumptions so apportioned for periods on 
and after the date of a rate change was 
dismissed by the New York commission. 
The complaint was based upon a rule 
providing that charges set forth in a rate 
schedule by revised leaves, unless other- 
wise expressly stated therein, apply to 
service supplied to the customer com- 
mencing with the first scheduled meter 
reading date on or after the effective 
date set forth in the rate schedule or 
revised leaves. 

The company contended that the gen- 
eral rule was rendered inoperative by a 
provision contained in the individual 
service classification leaves to the effect 
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that the rates and the minimum charge 
“shall apply to all gas service supplied 
on and after the effective date hereof.” 
The company also asserted that it was 
required to bill for service supplied prior 
to the effective date at the old rates and 
for service supplied on and after that 
date at the new rates. Since it could not 
read all meters on one day, proration was 
its only alternative. 

The commission decided that the gen- 
eral rule did not apply because of the 
specific phraseology in the individual 
tariff leaves. This decision was said to 
be in conformity with a statutory provi- 
sion to the effect that no gas or electric 
utility shall collect or receive a greater 
or less compensation for service ren- 
dered than is collected or received for 
any like and contemporaneous service, 
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and that no such utility shall grant any 
undue or unreasonable preference or ad- 
vantage to any consumer. The commis- 
sion said that if the new rates had not 
been applied until the first full billing 
period after the effective date, some con- 
sumers would have paid the old rates and 
other consumers would have paid the 
new rates at the same time for like and 
contemporaneous service during the 
same period. 

At the time of the determination of 
interim gas rates a temporary reduction 
had been ordered in electric rates. A 
consistent method must be followed in 
respect to both. To follow the method 
suggested by the complainant would re- 
quire a rebilling of the electric customers 
with additional charges to them of ap- 
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proximately $1,500,000 as against ap 
estimated reduction of $800,000 in the 
gas billings. The commission in permit. 
ting the tariff leaves to become effective 
had considered the over-all effect on alj 
customers. 

A New York court in Cardone et aj, 
v. Consolidated Edison Co, of New 
York, Inc. (1949) 82 PUR NS 168, 4 
NYS2d 94, had ruled that the question 
whether the company had properly billed 
for service during the billing period in 
which the rate increase had become ef. 
fective by applying a proration formula 
was in the first instance a matter for 
decision by the commission and not by 
the court. Cardone et al. v. Consolidated 
Edison Co. of New York, Inc. (Case 
15183). 


Request to Have Utility Status Determined 
Prior to Rate Hearing Granted 


MOTION by a petroleum and natural 

gas production company that the 
Federal Power Commission limit the 
issues to be considered at a scheduled 
hearing to a determination of whether 
the company was a “natural gas com- 
pany” within the meaning of the Nat- 
ural Gas Act was granted. The hearing 
was originally scheduled to settle this 
question as well as the reasonableness of 
the company’s rates and charges. 

The reasons presented by the com- 
pany in support of the motion may be 
stated as follows: 

1. There is a serious question as to 
whether the Federal Power Commission 
has any jurisdiction over the company. 

2. This question should be decided be- 
fore the company and the commission’s 
own staff is required to spend large 
amounts of money preparing rate evi- 
dence which may never be material. 

3. If both matters are combined in one 
hearing, the decision as to the jurisdic- 
tional question will be long delayed, thus 
unduly extending the doubt and confu- 
sion now confronting the public and the 
oil and gas industry. 

4. The company is manufacturing 
many products of vital importance in 
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the present war emergency. If hearing 
takes up rates as well as jurisdictional 
questions, many of the company’s top 
men will have to devote time to prepara- 
tion of rate evidence instead of devoting 
their time to the defense effort. 

The commission, apparently sustain- 
ing some of these arguments, made this 
ruling: 

Orderly procedure requires, and it 
is in the public interest, that hearing 
be held upon and a determination 
made by the commission of the issue 
of whether Phillips Petroleum Com- 
pany is a “natural gas company” with- 
in the meaning of the Natural Gas 
Act, before hearing is held upon any 
other issue in this proceeding. 


Commissioner Buchanan, in a dissent- 
ing opinion, made this comment: 


While the action of the majority 
seems to have the merit of attempting 
to put first things first and also of 
seeking an orderly procedure in the 
public interest, it is my judgment that 
the action may have the opposite re- 
sult. 


He pointed out that whatever deci- 
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sions were reached on the jurisdictional 
question, an appeal would be taken so 
that three years might pass before any 
decision would be reached on the rate 
question during which the consumers 
might be paying excessive rates. He ob- 
served that since the Natural Gas Act 
makes no provision for reparations, the 
ratepayers would not be able to recover 
the overcharges. 

Finally, he asked the following ques- 


tion : 


If the two issues were heard to- 
gether in the instant case, as has been 
the practice of the commission, where 
do the equities fall ? 


His answer was that the company would 
be inconvenienced while its ratepayers 
might be saving three years’ excessive 
rates. He believed that any doubt in 
such a matter should be resolved in 
favor of the public. Re Phillips Pe- 
troleum Co. (Docket No. G-1148). 
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Penalty for Telegraph Service Curtailment without State 
Approval Canceled 


{p= Georgia Supreme Court re- 
versed a lower court order assess- 
ing a penalty against a telegraph com- 
pany for closing an office without first 
obtaining permission of the Georgia 
commission. The court’s ruling was 
based on the exclusive jurisdiction of 
the Federal Communications Commis- 
sion over the service of the company. 

The company had operated an office 
ina Georgia community. The office han- 
dled both interstate and intrastate mes- 
sages. The company obtained permis- 
sion from the Federal commission to 
substitute a teleprinter-operated agency 
in place of its regular service in the com- 
munity. Thereafter the company changed 
its service and the penalty suit was 
commenced. 

The court decided that since the Fed- 
eral commission had exclusive authority 
over the telegraph company’s service, 
the company was not required to seek 
further approval after that commission 
approved its service change. The court 
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stated its position on the jurisdictional 
question in these words: 


In the enactment of the Communi- 
cations Act of 1934 (48 Stat 1064), 
as amended in 1943 (57 Stat 11), it 
was the intent of Congress that the 
Federal Communications Commis- 


sion should have sole authority in the 
granting or refusing of an application 


of a telegraph company to reduce or 
change the type of service rendered by 
a local office, agency, or facility, where 
such office, agency, or facility consti- 
tutes an inseparable unit engaged in 
both interstate and intrastate wire 
communication. 


The court concluded by pointing out 
that to enforce the penalty “under the 
facts and law of the case would be in 
direct conflict with the exerted power of 
Congress of the United States under the 
commerce clause of the Federal Consti- 
tution.” Western Union Teleg. Co. v. 
Georgia, 63 SE2d 878. 


Other Important Rulings 


HE Louisiana commission held that 

there was no prohibition in law to 
prevent a railroad company from requir- 
ing surety bonds in connection with the 
movement of circuses and show outfits, 
in a case where a railroad contended 
that it legally transported such organiza- 
tions under a special form of contract 
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and that it was necessary for its own 
protection to require the filing of such 
surety bonds, particularly in view of the 
fact that many such small show organi- 
zations are financially irresponsible. 
Louisiana Pub. Service Commission v. 
Louisiana & Arkansas R. Co. et al. 
(No. 5468, Order No. 5618). 
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The California commission held that 
its policy of liberality in granting certifi- 
cates of convenience and necessity ap- 
plies both to permitted carriers who op- 
erate in the territory for which certifi- 
cates are sought and to certificated car- 
riers who seek certificates in territories 
not served by them. Re Merchants Ex- 
press Corp. et al. (Nielsen Freight Lines) 
(Decision No. 45232, Applications No. 
31450, 31462). 


The supreme court of Texas held that 
orders of the commission granting spe- 
cialized motor carrier certificates were 
void where the orders failed to set forth 
full and complete findings of fact point- 
ing out in detail the inadequacies of the 
services and facilities of the existing car- 


riers and the public need for the proposed 
service. Thompson et al. v. Hovey Petro. 
leum Co. et al. 236 SW2d 491. 


The California commission held that 
a motor carrier applying for a certificate 
of convenience and necessity had failed 
to establish public convenience and neces- 
sity where, notwithstanding that such op- 
erations would more adequately serve 
the local needs of some passengers, other 
passengers would be subjected to the re- 
quirement to make transfers and to pay 
a combination of fares of two carriers, 
thereby substantially increasing their 
transportation costs. Re Withers & Byrd 
(San Rafael-San Anselmo - Fairfax 
Transit) (Decision No. 45193, Applica- 
tions No. 31087, 31795). 
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KENTUCKY PUBLIC SERVICE COMMISSION 
Re Southern Bell. Telephone & 
Telegraph Company 


Case No. 2103 
March 1, 1951 


A PPLICATION by telephone company for rate increase ; modified 


rate increase and reparation ordered. 


Return, § 24 — Findings necessary in rate proceeding — Maintenance of credit. 
1. It is incumbent upon the Commission, upon receiving a telephone com- 
pany’s application for a rate increase, to examine the reasonableness of 
the proposed schedule, to determine a rate base, and to allow such rates 
as will enable the company to operate successfully, maintain its financial 
integrity, attract capital, and compensate its investor for the risks assumed, 
p. 3. 


Valuation, § 39 — Reproduction cost. 
2. Reproduction cost of utility property will not be accepted as a rate base 
but will be considered by the Commission in the determination of value, 
p. 4. 


Valuation, § 36 — Rate base — Gross average investment. 
3. The Commission will not adopt as a rate base in a telephone rate pro- 
ceeding the company’s gross average investment, although it will give 
due consideration to this element of value in its determination, p. 4. 


Valuation, § 36 — Telephone rate base — Net average investment. 


4. The net average investment of a telephone company is the most equi- 
table measuring stick to determine the value of its property for rate- 
making purposes, p. 4. 


Valuation, § 299.1 — Working capital allowance — Tax accruals. 


5. No working capital allowance was permitted a telephone company 
where the facts presented at a rate proceeding indicated that accrued taxes 
alone exceeded cash working capital requirements, p. 4. 
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Apportionment, § 7 — Separation of telephone property — Separations Manual, 
6. The separation procedures recommended in the NARUC Separation; 
Manual were adopted in a telephone rate proceeding, notwithstanding the 
dissatisfaction of the Commission with the results obtained, inasmuch as 
no other method had been advanced for satisfactorily apportioning the 
property and expenses of a telephone utility between interstate and intra. 
state operations, p. 4. 


Expenses, § 37 — Amortization of plant acquisition adjustment. 
7. A sum representing the amortization of a telephone company’s plant 
acquisition adjustment, that is, the excess of purchase price over original 
cost of plant acquired by the company, was not permitted as an operating 
expense in a rate proceeding, since it was a nonrecurring item, p. 5. 

Expenses, § 92 — Preparation and presentation of rate case — Amortization. 
8. A telephone company’s expenditures for preparing and presenting a 
rate case are proper operating expenses but should be amortized over a 
period of three years, p. 5. 

Expenses, § 114 — Revised Federal income tax laws. 
9. The Commission, in considering the operating expenses allowed a tele. 
phone utility in a rate proceeding, will take into consideration a new Federal 
income tax law, p. 5. 

Depreciation, § 4 — Proper rate for telephone utility — Effect of Federal Com. 

mission order. 

10. A state Commission will allow a telephone utility to use depreciation 
rates which appear somewhat high where these rates are fixed pursuant 
to an order of the Federal Communications Commission, since the adoption 
of other depreciation rates would in effect question the constitutionality of 
the Federal law pursuant to which the Federal Commission acted, p. 6. 


Return, § 111 — Telephone — Reasonable return. 


11. A telephone company’s rate of return of 5.5 per cent was considered 
sufficient to enable it to pay necessary operating expenses, interest on 
indebtedness and dividends to a parent holding company sufficient to 
enable the operating company to maintain its financial integrity, to attract 
capital, and to compensate investors for the risks assumed, p. 6. 


Apportionment, § 7 — Separations of utility property and expenses. 
Statement that the Kentucky Commission is not satisfied with the results 
obtained by applying the procedures of the Separations Manual in appor- 
tioning the property and expenses of a telephone company between intr 
state and interstate operations, p. 4. 
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League, Lexington, for the protes- 
tants; J. Gardner Ashcraft, Assistant 
Attorney General, Frankfort, for the 
Commission. 


By the CoMMISSION : 


General Statement 


Southern Bell Telephone and Tele- 
graph Company is a corporation char- 
teed under the laws of the state of 
New York authorized to provide a 
general telephone service in nine south- 
eastern states, namely, Kentucky, Ala- 
bama, Florida, Georgia, Louisiana, 
Mississippi, North Carolina, South 
Carolina, and Tennessee. The com- 


pany provides comprehensive tele- 
phone service, both exchange and toll, 
in Kentucky through the operation, as 
of April 30, 1950, of 152 central of- 
fces serving 303,000 company-owned 


telephones. 

The Southern Bell Company is an 
operating unit of the Bell System and 
all of the stock of the company is 
owned by the American Telephone and 
Telegraph Company, a corporation or- 
ganized under the laws of the state of 
New York. This stock is not traded 
in the open market but is retained 
exclusively by the American Company. 

The debt securities of the Southern 
Bell Company are held by the general 
public and the stock of the American 
Telephone and Telegraph Company is 
likewise widely owned. 

The American Telephone and Tele- 
graph Company, which carries on the 
activities of a holding company in con- 
nection with its stock dealings with 
the petitioner herein, also owns 50 per 
cent of the Bell Telephone Labora- 
tories, a corporation engaged in re- 
search and development for the Bell 


System. The remaining half-interest 
in said Bell Telephone Laboratories is 
owned by the Western Electric Com- 
pany. The American Company also 
owns 99.80 per cent of the stock of 
the Western Electric Company. In 
addition, the American Telephone and 
Telegraph Company owns exclusively 
a real estate corporation, same being 
the 195 Broadway Corporation, New 
York city. It also owns and operates 
the Long Lines Department, which de- 
partment owns the long-distance lines, 
and renders a long-distance service in 
conjunction with other telephone com- 
panies. 

The American Telephone and Tele- 
graph Company is also the owner, en- 
tirely or in part, of 21 other operating 
telephone companies in addition to the 
Southern Bell Company. 

June 12, 1950, Southern Bell Tele- 
phone and Telegraph Company filed 
with the Commission a notice that it 
proposed to increase its rates and 
charges for telephone service rendered 
in Kentucky to become effective on and 
after July 6, 1950. This proceeding 
constitutes the fourth request of the 
company for a general increase in its 
Kentucky rates and charges in the post- 
war era and it is estimated to produce 
an additional $2,732,000 annually in 
operating revenues. 

Under the provisions of KRS 278.- 
190 the Commission suspended these 
rates for a period of 120 days after July 
6, 1950, and the company, as provided 
in said statute, put said rates into effect 
under bond. 

Hearings upon the reasonableness of 
said rates were commenced on August 
8, 1950, and continued to and includ- 
ing February 5, 1951. 

[1] Under the Kentucky Revised 
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Statutes, it is incumbent upon this 
Commission to examine the reason- 
ableness of these rates, to determine a 
rate base, and to allow such rates that 
will enable the company to operate suc- 
cessfully, to maintain its financial in- 
tegrity, to attract capital, and to com- 
pensate its investors for the risk as- 
sumed. 

Voluminous testimony and exhibits 
have been introduced by the company, 
the protestants, and the staff of this 
Commission. 

As provided in the Kentucky Re- 
vised Statutes, the Commission has 
heard testimony and considered, in 
arriving at a rate base in this case, the 
history and development of this com- 
pany, its property, original cost, cost 
of reproduction as a going concern, and 
other elements of value recognized by 
the law of the land for rate-making 
purposes. 

[2,3] As to the reproduction cost 
new element—after due consideration, 
the Commission rejected this element 
of value for the reasons stated in Case 
No. 1710 (1948) presented by this 
same applicant and reported in 76 
PUR NS 33. _ There is nothing pre- 
sented in this case to cause the Com- 
mission to depart from its opinion and 
reasoning expressed therein. 

As to “gross average investment” 
as a rate base which the company pre- 
sented in evidence, we likewise refused 
to adopt in 1710, supra, and here 
again, for the reasons therein stated, 
do not adopt in this case although we 
have given due consideration to both 
elements of value. 

[4,5] From this record it appears 
to this Commission that “net average 
investment,” which was presented by 
the company in evidence, is the most 
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equitable measuring stick to determine 
the value of this applicant’s property 
for rate-making purposes in this case, 
The net average investment of the 
company’s property in the state of 
Kentucky amounts to $43,019,289 
However, there is included in this 
figure $375,682 of cash requirements, 
or “cash working capital.” Cash work- 
ing capital is generally understood as 
the amount of cash required by a 
company over and above the invest. 
ment in plant and intangibles as will 
enable it to cover the gap between nec- 
essary expenditures in the production 
of service and collection of the rey- 
enues from the sale of the service. 


While this Commission does not 
hold that cash working capital is not 
a proper element of the rate base when 
required, from the facts presented in 
this case, it appears that accrued taxes 
alone exceed cash working capital re- 
quirements of the company, if any, and 
we are of the opinion that this item 
should be deleted from the rate base 
which leaves a total of $42,643,607 as 
a rate base, which, for the purposes of 
this case only, the Commission adopts. 


Separations 


Due to the operation and use of the 
utility’s telephone plant for exchange 
service and for toll service, both inter- 
state and intrastate, it is necessary to 
separate the utility’s property, rev- 
enues, and expenses between intrastate 
and interstate operations. A great deal 
of testimony was introduced into the 
record upon the question of separa- 
tions. This question has been the sub- 
ject of study for many years by regula- 
tory bodies, both state and Federal. 

[6] In presenting its case, the com- 
pany follows the Separations Manwal 





whit 
cedu 
com 
of th 
and 

eral 

the 

graf 
Nat 
Util 
Con 
resu 
cedu 
The 
proc 
and, 
a gr 
expe 
inte 
Con 
of 
intré 
prot 
state 
Sor 
to s 
man 
is p 
tory 
case 
wide 


RE SOUTHERN BELL TELEPH. & TELEG. CO. 


which is a manual setting out pro- 
cedures prepared by a joint working 
committee composed of representatives 
of the National Association of Railroad 
and Utilities Commissioners, the Fed- 
eral Communications Commission, and 
the American Telephone and Tele- 
graph Company, and published by the 
National Association of Railroad and 
Utilities Commissioners in 1947. The 
Commission is not satisfied with the 
results obtained by applying the pro- 
cedures of the Separations Manual. 
The Commission is convinced that the 
procedures should be studied further 
and, after study, is of the opinion that 
a greater portion of the property and 
expenses should be apportioned to 
interstate operations. However, the 
Commission believes that separations 
of property and expenses, between 
intra- and interstate operations, is a 
problem confronting all the various 
state and Federal regulatory bodies. 
Some uniform system is to be desired 
to solve this problem in an equitable 
manner. Until such a uniform system 
is produced and accepted by regula- 
tory bodies, we are reluctant in this 
case to depart from the procedure most 
widely used. 


Operating Expenses 


It appears from this record, accord- 
ing to the company’s figures, that its 
total intrastate operating expenses for 
the test period herein amounted to 


$17,183,144. However, included in 
these expenses is the item of “casualty 
expense.” This includes such sums as 
the company is compelled to expend as 
a result of damages caused by major 
casualties such as sleet storms, floods, 
hurricanes, etc. It appears from the 
record that during the test period such 


expenses were abnormally high, 
amounting to $65,667. From the evi- 
dence, based upon the past experience 
of the company, it would appear that 
such amount would not normally occur 
annually in the future. Therefore, the 
Commission has taken as allowable 
casualty expense for the utility’s test 
period an average of a 54-year period 
from January 1, 1945, through the end 
of the test period April 30, 1950, and 
finds out annual average to be $14,008. 
We are therefore of the opinion that 
this expense should be adjusted by a 
reduction in the sum of $51,659. 

[7] It further appears that there is 
included in the operating expenses, as 
presented by the company for the test 
period, the sum of $23,651 represent- 
ing the amortization of plant acquisi- 
tion adjustment, which is the excess of 
purchase price over original cost of 
plant acquired by the company. 

It is not necessary for this Com- 
mission to determine if this were 
properly included as an operating ex- 
pense for the test period because, even 
if it is a proper operating expense, it is 
nonrecurring and should be excluded 
for that purpose from consideration in 
this case. 

[8] There was included in the 
operating expenses for the test period 
the sum of $38,522, which represents 
expenses assigned to Kentucky associ- 
ated with preparation for and pres- 
entation of rate cases throughout the 
nine states in which the applicant 
operates. The Commission is of the 
opinion that this expense should be 
amortized over a period of three years 
which would permit an allowance for 
this expense of $12,842 or a reduction 
of $25,680. 

[9] During the course of the hear- 

88 PUR NS 





KENTUCKY PUBLIC SERVICE COMMISSION 


ing and after the testimony in chief 
covering the test period ending April 
30, 1950, the applicant introduced fur- 
ther testimony showing its actual oper- 
ating results up to and including Oc- 
tober, 1950. During this interim, a 
wage increase in the sum of $161,375 
became effective in May, 1950, and 
new Federal income tax laws were en- 
acted increasing the income taxes to 
47 per cent. We have given weight 


and consideration, from the effective 
dates of this wage and tax increase, as 
they affect the operating expenses of 
this company. 


It further appears from the record 
that an adjustment is necessary in the 
operating expenses to give effect to the 
decrease in the pension accrual rate, 
effective as of January 1, 1951, due to 
changes in the Social Security tax 
laws. This results in a reduction in 
operating expenses of $45,071. 

[10] There was evidence intro- 
duced of a depreciation study made by 
the Commission staff which differed 
from the depreciation rates established 
by order of the Federal Communica- 
tions Commission which the company 
followed. The Federal Communica- 
tions Commission fixed, by order, 
the depreciation rates, pursuant to 
47 USCA § 220, for the state 
of Kentucky as well as the other eight 
states in which the company operates. 
While the Commission feels that the 
depreciation rates for Kentucky may 
be too high, as the study by the staff 
would indicate, adoption of any other 
depreciation rates would be in effect 
questioning the constitutionality of the 
section above quoted which, to our 
knowledge, has not been determined by 
a court of competent jurisdiction. 
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Rate of Return 


[11] The company contends that it 
is entitled to rates which will produce 
enough revenue to enable it to pay its 
expenses, including depreciation and 
tax, and enough more to pay the 
interest and reasonable dividends and 
still have something left to be placed 
into surplus and, that it will require a 
return of 7.25 per cent to accomplish 
this result. The rates put into effect 
and collected after July 6, 1950, were 
designed to accomplish this result and 
produce an additional $2,732,000 in 
revenues. During the course of this 
proceeding, the company introduced 
additional evidence, as pointed out in 
this opinion, that an additional $1,- 
013,000 in revenues, or a total of $3,- 
745,000 in additional revenues would 
be necessary to meet its requirements 
and give effect to increased Federal 
income taxes. 

The record discloses that the cost of 
debt money to the applicant company 
is less than the average cost of debt 
money to the entire Bell System. An 
assumed rate of 5.5 per cent over the 
entire Bell System would produce 
earnings slightly in excess of $11 per 
share on American Telephone and 
Telegraph common stock. The Com- 
mission is therefore of the opinion, 
from this record, that a rate of return 
of 5.5 per cent will enable this com- 
pany to pay its necessary operating 
expenses, interest on its indebtedness, 
dividends to its parent company, the 
American Telephone and Telegraph 
Company, upon its common stock suf- 
ficient to enable the company to oper- 
ate successfully, to maintain its finan- 
cial integrity, to attract capital, and to 
compensate its investor for the risks 
assumed. And, this Commission con- 
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curs with the Wisconsin Public Service 
Commission when it says in its 
opinion (Re Wisconsin Teleph. Co. 
[1949] ) reported in 80 PUR NS 482, 
507 : 

“The record in this proceeding con- 
tains pertinent data relating to the 
costs of raising capital generally and 
especially comprehensive information 
regarding the cost of capital to AT&T 
Co. which is the source of capital to the 
Wisconsin company. Upon analysis 
of this record the Commission con- 
dudes that a return of 5.5 per cent on 
the intrastate exchange rate bases set 
forth herein is sufficient to maintain 
the credit of the company and attract 
capital as necessary to meet the de- 
mands for service.” 

This record discloses that the rates 
placed in effect on July 6, 1950, were 
designed to produce on an annual basis 


additional gross revenues of $2,732,- 
000 on intrastate operations. This 
amount exceeds a return of 5.5 per 
cent for the period prior to January 1, 
1951, by the sum of $1,476,000 on an 


annual basis. ‘The Commission is of 
the opinion that the rates collected 
under bond for intrastate toll service 
should be denied in their entirety. An 
order will be entered directing the 
company to submit a new schedule of 
rates eliminating the increase in toll 
rates collected under bond in their en- 
tirety and further designed to effect an 
over-all reduction in the amount above 
stated and to refund to persons entitled 
thereto all sums collected under bond 
in excess of the new schedule of rates 
so filed and approved, such rates to be 
effective as of July 6, 1950, to Decem- 
ber 31, 1950, inclusive. 


From the record, it appears that on 
or after January 1, 1951, giving effect 


to the additional Federal income taxes, 
it is the company’s contention that to 
earn a return of 7.25 per cent 
additional revenues in the total 
amount of $3,745,000 are required. 
This sum exceeds 5.5 per cent return 
by the sum of $2,190,000 annually. 

Giving effect to the additional in- 
come taxes after January 1, 1951, it 
would appear that the company has 
collected under bond, in excess of a 5.5 
per cent return, the sum of $1,177,000 
on an annual basis. The company will 
prepare and submit to this Com- 
mission for its approval a new rate 
schedule effective January 1, 1951, 
that will bring about a reduction in the 
rates now being collected under bond 
by this amount and refund to those 
persons entitled thereto any sums in 
excess thereof, including in their en- 
tirety all increase in intrastate toll 
rates. 

An order will be drawn to conform 
to this opinion. 


ORDER 


This case came on this day for final 
decision, and the Commission, Chair- 
man Coleman, and Commissioners 
Kauffman and Walden being present, 
and having considered the evidence, 
and being of the opinion that the rates 
which the Southern Bell Telephone 
and Telegraph Company is now, and 
has been, collecting under bond since 
July 6, 1950, in Kentucky, should be 
granted in part and denied in part, 


It is ordered: 


1. In conformity with the opinion 
of the Commission this day filed and 
hereby made a part of the record in 
this case, the adjusted intrastate mes- 
sage toll rates which the applicant 
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company made effective under bond in 
Kentucky on July 6, 1950, be and the 
same are hereby denied. 

2. That, in order to give effect to 
the different Federal income tax rates 
which have been in effect during the 
period for which the company has col- 
lected the rates herein under bond, and 
for the future, the company produce 
and file with the Commission, for its 
consideration, such schedules of rates 
and charges for local exchange service 
in Kentucky as will enable the com- 
pany to receive, for such services ren- 
dered, additional gross revenues in the 
sum of $1,256,000 on an annual basis, 
for the period ended December 31, 
1950. 


3. That, the company prepare and 
file with the Commission for its con. 
sideration and approval, such schedules 
of rates and charges for its local ex. 
change services in Kentucky as will 
enable it to collect and _ receive 
additional gross revenues, in the sum 
of $1,555,000 on an annual basis, from 
January 1, 1951. 

4. That the company make refunds, 
to the parties entitled thereto, of all 
money and funds collected and 
received by reason of the rate schedules 
made effective under bond on July 6, 
1950, over and above the amounts 
herein allowed. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Footville Telephone Company 


2-U-3425 
December 29, 1950 


PPLICATION by telephone company for authority to increase 
A rates ; authority granted. 


Rates, § 554 — Telephone rates — Common battery or magneto service. 
1. A telephone company may charge higher rates for rural common battery 
service than for rural magneto service where conversion to common battery 
service will require the purchase of new instruments and the construction 
of additional circuits to divide the present lines, p. 10. 

Return, § 111 — Telephone company. 
2. A return of 6 per cent on the net book value rate base was considered 
reasonable for a telephone company, p. 10. 

> 


By the Commission: The Foot- Hearing: November 9, 1950, at 


ville Telephone Company, Footville, Madison, Wisconsin, before examiner 
Rock county, on October 5, 1950, filed Roger Bessey. 

an application with the Commission APPEARANCES: James Kratz, Pres- 
for authority to increase rates. ident, Footville, Mrs. Pauline Kratz, 
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Secretary, Footville, and Glen H. Bell, 
Attorney, Madison, for the Footville 
Telephone Company; W. H. Evans, 
rates and research department, of the 
Commission staff. 

The Footville Telephone Company 
maintains a common battery switch- 
board in the village of Footville, Rock 
county, serving 480 subscribers. 

The balance sheet as of June 30, 
1950, the income account for the year 
ended June 30, 1950, and the rate base 
follows : 

Assets 
Investments : 

Telephone plant in service 
Current Assets: 

Cash and working funds 

Notes receivable 

Due from subscribers and agents 


Accounts receivable 
Materials and supplies 


Total current assets 


Prepayments : 
Prepaid insurance 


Total assets 


$57,889.66 


Liabilities 
Capital Stock: 
Common stock $10,750.00 
Current and Accrued Liabilities . 
Notes payable 
Accounts payable 
Customers’ deposits ............ 
Advance billing and payments ... 
Accrued interest 
Accrued taxes 


14,299.52 
985.34 
40.00 
101.56 
272.97 
467.87 


Total current and accrued lia- 

bilities $16,167.26 
Reserves : 

Reserve for depreciation $23,570.72 
Surplus : 

Unappropriated surplus $7,401.68 


Total Liabilities $57,889.66 
Income Statement 
Operating Revenues: 
Local service revenues $12,916 
Toll service revenues 6,333 
Miscellaneous operating revenues .. 109 


Total operating revenues $19,358 


Operating Expenses : 
Maintenance expense 
Traffic expense 
General expense 
Depreciation 
Taxes other than income 
Income taxes 


$18,770 
$588 
689 


$(101) 


$55,201 
23,571 
$31,630 
1,930 


Total operating expenses 


Net operating income 
Other Deductions: 
Other interest charges 


Net Income 


Rate Base 
Telephone plant in service 
Less: 
Reserve for depreciation 


Net telephone plant in service .. 


Average materials and supplies ... 

One-half of estimated plant addi- 
tions for year ending June 30, 
1951 


Deduct : 
One-half of estimated depreciation 
provision for year ending June 
30, 1951 


$34,430 


The applicant’s net operating in- 
come represents a 1.7 per cent return 
on the net book value of property and 
plant in service plus materials and sup- 
plies of $34,430. 


The present and proposed net ex- 
change rates are as follows: 


Per Month 
Present Proposed 
Urban Service: 
Business 
$4.50 
4.00 


3.75 
3.25 
3.00 
Rural Service: 
Magneto 
Business 
Residence 
Common Battery 
Business —_ 75 
Residence .00 
Extension Telephones : 
Business ! 1.00 
Residence “ 75 
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The proposed rates are estimated to 
yield $4,655 of additional revenues per 
year. 

The applicant claims that wage ad- 
justments to bring its wage scale into 
line with compensation paid for com- 
parable skills in the community will in- 
crease operating expenses $2,793 per 
year. The wage and other adjust- 
ments to the income account are as 
follows: 

Year 
Ended 


June 30, Adjust- 
1950 ments 


Pro 


Forma 

Operating Revenues : 
Local service .. $17,571 
Toll service 6,383 
Miscellaneous .... 109 — 109 


$4,705 $24,063 





Total revenues... $19,358 
Operating Expenses : 
Maintenance 
737 4,891 
816 7,540 
5,670 


$18,101 


Traffic expense .. 6,724 
General expense .. 4,812 858 


.. $15,690 $2,411 
290 





Total above .. 
Depreciation 2,260 
Taxes other than 

income 225 1,147 
Income taxes 306 494 





Total operating 
expenses 


$18,770 $3,232 $22,002 
$588 $1,473 $2,061 





Net operating income 








The pro forma net operating income 
is estimated to yield a 6.0 per cent re- 
turn on the net book value rate base 
of $34,430 after adjustment for plant 


additions in 1950. The proposed rates 
do not result in an unreasonable re- 
turn. 

[1] It is noted that the applicant 
proposes to file a rate for rural com- 
mon battery service 25 cents in excess 
of the rate for rural magneto service, 
At present all rural service is of the 
magneto type. Conversion to common 
battery will require purchase of new 
instruments and construction of addi- 
tional circuits to divide the present 
lines. The Commission believes that 
a differential is warranted. 

The Commission finds: 

1. That the present exchange rates 
of the Footville Telephone Company 
are unreasonable and unjust because 
of inadequacy. 

2. That the net book value of prop- 
erty and plant in service plus a reason- 
able allowance for materials and sup- 
plies is $34,430, which value repre- 
sents a reasonable and proper rate 
base for the purposes herein. 

[2] 3. That the rates proposed by 
applicant will produce net operating 
revenues of $2,061 representing a re- 
turn of 6 per cent on the net book 
value rate base found above, and 
which return and which rates are rea- 
sonable and just. 

The Commission concludes : 

That an order be issued in accord- 
ance with the above findings of fact. 
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DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Capital Transit Company 


P.U.C. No. 3503, Formal Case No. 403, Order No. 3751 
January 5, 1951 


PPLICATION by transit company for authority to split its capi- 
A tal stock and to reduce the par value thereof; denied 
without prejudice. 


Accounting, § 56.2 — Elimination of intangible items — Creation of capital surplus. 


1. Intangible items in excess of the original cost of a transit company’s 
property should be eliminated from the company’s books through the creation 
of a capital surplus, by reducing the par value of the capital stock of the 
company, where such items have no value either for rate-making purposes 
or as assets of continuing value, p. 14. 


Security issues, § 44 — Authorization of stock split-up — Objections — Improper 
accounts. 


2. The Commission refused to authorize a transit company to split its stock 
until the company eliminated intangible items in excess of original cost 
from its books through the creation of a capital surplus by reducing the 
par value of the capital stock, since it would be contrary to public interest 
to authorize the issuance of new stock certificates in place of those presently 
outstanding with the possibility existing that shortly thereafter the recipients 
of the new certificates would be requested to approve an additional change 
in the par value in order to provide that capital surplus, p. 14. 


By the CoMMISSION : posed and the issuance of the new 
stock and the certificates therefor. 

In connection with this petition, the 
Commission by Order No. 3732 or- 
dered that an investigation be institut- 
ed to determine whether or not a cap- 
ital surplus should be created against 
which the amount of $5,250,000 now 
recorded on the company’s books in 


its authorized and outstanding shares Account a. 401.5—Road and Equip- 
of capital stock, and to reduce the par ment—Unclassified, pursuant to pro- 
value thereof from $100 to $25 per Visions of Order No. 3137, can be 
share. The company also requested charged. 

that if a certificate be necessary, the After appropriate notice, a formal 
Commission issue such a certificate au- public hearing was held on December 
thorizing the subdivision or split pro- 15, 1950. The subject matter of the 
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Nature of Proceeding 

On November 20, 1950, Capital 
Transit Company (hereinafter re- 
ferred to as the company) filed with 
this Commission a petition for approv- 
al of an amendment to its charter au- 
thorizing it to subdivide or split on the 
basis of 4 shares for one share all of 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


petition and the investigation ordered 
were consolidated. 

In addition to counsel for the com- 
pany and for the Commission, people’s 
counsel participated in this proceeding. 

In support of its petition, the com- 
pany contended that its proposal is 
desirable in order to widen the stock- 
holding and thus increase interest in 
the company, further its public rela- 
tions, and broaden the trading base for 
the stock, thereby increasing its mar- 
ketability. Expanding upon these 
points, the company stated that it be- 
lieves that reduction in the market 
price of its stock, as would result from 
the proposed subdivision or split, 
would permit and encourage broader 
participation in the ownership of this 
stock by its patrons and by the general 
public. The company further states 


that it believes that ownership of the 


stock by its patrons would increase 
their interest in the use of the com- 
pany’s transportation facilities as well 
as lead them to recommend the com- 
pany’s services to others. 

The company contends that the pro- 
posed division of outstanding shares 
will not affect the assets or capital po- 
sition of the company, nor will it af- 
fect the proportionate interest of each 
stockholder. 


It has been deemed necessary by this 
Commission to consolidate with the 
problem of the proposed stock split, the 
matter of eliminating from the prop- 
erty records of the company the sum 
of $5,250,000, which represents the 
balance of intangible items that have 
been determined by the Commission to 
be in excess of original cost of prop- 
erty. The company contended that 
these matters were not related, and re- 
quested that they be segregated and 
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heard independently of each other. 
This request was denied by the Com. 
mission. 

The details of the amount of $5. 
250,000 are discussed subsequently in 
these findings. 


Road and Equipment Unclassified— 
$5,250,000 

In order that the nature of this item 

may be understood, extracts from pre- 

vious Commission orders are quoted 


below. 


In its Order No. 3422, dated Octo- 
ber 1, 1948, the Commission, among 
other things, said: 


“At the time of the merger of the 
former Capital Traction Company and 
the Washington Railway and Electric 
Company into the Capital Transit 
Company, the latter company record- 
ed on its books in the Road and Equip- 
ment Account the sum of the balances 
in the Road and Equipment accounts 
of its two predecessor companies. The 
amount thus recorded was approxi- 
mately $22,000,000 in excess of the 
original cost of road and equipment 
of the predecessor companies. Of this 
excess amount, $8,000,000 was dis- 
posed of by order of this Commission 
in 1942, and a further reduction of 
$1,092,693 was made in 1943. 

“On April 27, 1945, the Commis- 
sion issued its Order No. 2913, which, 
among other things, directed the com- 
pany to record in a temporary account 
entitled ‘Road and Equipment Unclas- 
sified’ the amount of $13,136,889.39. 
The determination of this amount was 
premised upon evidence presented in 
Formal Case No. 336, as well as a 
consideration of the record in prior 
proceedings dealing with this matter. 
Upon completion of the reclassification 
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RE CAPITAL TRANSIT CO. 


of the Road and Equipment accounts 
in accordance with the reclassification 
prescribed by Commission Order No. 
3087, dated September 23, 1946, the 
company submitted various proposed 
entries which reduced the account 
Road and Equipment Unclassified by 
$7,.889,032.02, leaving a balance in 
this account of $5,250,000, which bal- 
ance is under consideration at this 
time. 

“While from the foregoing it would 
seem that the item of $5,250,000 is the 
remainder of an aggregate amount of 
some $22,000,000, it appears that it 
is traceable to the transaction involv- 
ing the purchase of the Washington 
and Georgetown Railroad Company 
by the Rock Creek Railway Company 
on September 21, 1895. It further ap- 
pears that there is no evidence to in- 
dicate that this transaction was not at 
arm’s length. 

“A review of the transactions cul- 
minating in the purchase of the Wash- 
ington and Georgetown Railroad 
Company, which was outlined in the 
record, led the Commission witness to 
conclude that, in his opinion, the dif- 
ference between the purchase price and 
the cost of the property of the Wash- 
ington and Georgetown Railroad 
Company represented the purchase of 
earning power or good will—in other 
words, an intangible asset. 


“The Commission witness ex- 
pressed the further view that, granting 
the correctness of recording the intan- 
gibles at $5,250,000, or at some great- 
er amount in the first instance, still 
intangible assets, like physical prop- 
erty, do not retain their income-pro- 
ducing value forever; and that, there- 
fore, proper accounting requires the 
amortization of intangible assets as 


well as depreciation of physical assets. 
“He also expressed the view that 

this intangible asset would not have 

any income-producing power today. 


“As to the company’s claim for in- 
cluding in the rate base Road and 
Equipment Unclassified in the amount 
of $5,250,000, the Commission sees no 
reason to change the opinions ex- 
pressed on this item in prior cases in- 
volving a determination of a rate base. 
There is nothing in the record to show 
that this 1895 expenditure is of any 
benefit to present-day users of the 
company’s service. Granting that this 
transaction was of benefit to the pub- 
lic at the time it was consummated, it 
does not follow that such benefit would 
obtain forever. In other words, the 
cost of this benefit should have been 
borne by those directly benefited at the 
time and not by the present users of 
the service. It cannot now be deter- 
mined whether or not the rates 
charged for service during a reason- 
able period following the purchase 
were sufficient to provide for the re- 
covery of this investment nor does the 
Commission believe that it is now nec- 
essary to do so. If this investment 
has not been recovered by this time, 
it must be considered as a loss from 
one of the inherent investor risks 
which are compensated for in the re- 
turn allowed on equity capital.” 

As already indicated, the company 
requested that consideration of this 
item be divorced from the Commis- 
sion’s consideration and determina- 
tion relative to the proposed split of 
the company’s capital stock, but this 
request was denied and the matters 
were consolidated for hearing. 

The company has stated on the rec- 
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ord that it has no suggestion for the it filed the petition which is the sub. 


sean ~ $ ; : _ tion 
elimination of the $5,250,000 from its ject of this proceeding. bom 
books, as it believes that it isa proper _ ‘ gg 
Conclusion sugs 


item to be retained as an asset of con- throt 


tinuing value. 


Commission Jurisdiction 
Paragraph Second of the Unifica- 
tion Agreement (Public Resolution 


No. 47—72d Congress), authorizing 


the merger of street railway corpora- 


tions operating in the District of 


Columbia—through which merger 
Capital Transit Company was formed 
—provides, among other things: 

“Said New Company* when incor- 
porated shall become and remain sub- 
ject in all respects to regulation by the 
Public Utilities Commission of the 
District of Columbia or its successors 
to the extent of the jurisdiction now 
or hereafter vested in it or them by 
law over corporations engaged in the 
transportation of passengers by street 
railway or bus within the District of 
Columbia: Provided, that before they 
are recorded, the articles of incorpora- 
tion and/or any amendments thereto 
shall be approved by the Public Util- 
ities Commission.” 


Paragraph 73 of the Law creating 
the Public Utilities Commission of the 
District of Columbia (Title 43, § 82, 
1949 Code) states: 

“That no public utility shall here- 
after issue any stocks, stock certifi- 
cates, bonds, mortgages, or any evi- 
dence of indebtedness payable in more 
than one year from date, until it shall 
have first obtained the certificate of 
the Commission showing authority for 
such issue from the Commission.” 

The company stated that it was be- 
cause of these legal requirements that 





* Capital Transit Company. 
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[1, 2] The Commission has found 
in previous proceedings, which have 
been made a part of this record, and 
concludes from the record in the pres- 
ent case, that the item of $5,250,000, 
presently recorded on the books of the 
company in Account No. 401.5~ 
Road and Equipment Unclassified, has 
no value, either for rate-making pur- 
poses or as an asset of continuing val- 
ue. The record does not contain any 
evidence to the effect that the elimina- 
tion of this amount from the books of 
the company will have an adverse ef- 
fect upon the interests of the investors 
in the company’s capital stock; nor is 
there any indication in the record that 
the public acceptance of the company’s 
stock will be impaired thereby. Cer- 
tainly, such a step would not affect the 
earning power of the company. Its 
services to the public would not be 
affected in any way. 

On previous occasions, as shown by 
the present record, methods by which 
the amount of $5,250,000 might be 
eliminated have been suggested. For 
example, it could be accomplished by 
a direct charge to earned surplus, ei- 
ther in a lump sum, or through amor- 
tization over an appropriate period of 
time. 


It appears to this Commission that 
a very appropriate method of provid- 
ing for this write-off is that suggested 
in the present proceeding; namely, 
through the creation of a capital sur- 
plus by reducing the par value of the 
capital stock of the company. 


The company, in requesting that the 
matter of providing for the elimina- 
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RE CAPITAL TRANSIT CO. 


jon of the $5,250,000 be divorced In view of the foregoing, and in con- 
om the subject matter of its petition, sideration of all the facts of record, 
suggested that the Commission, the Commission finds and concludes 
through a separate proceeding, might that it would not be in the public inter- 
oder the company to dispose of this est to authorize the Capital Transit 
item at a date subsequent to the ap- Company to subdivide or split its cap- 
proval of the proposed stock split. ital stock unless and until the com- 
The Commission is of the opinion that pany makes appropriate provision for 
it would not be in the public interest the elimination from its records of the 
to authorize the issuance of new stock sum of $5,250,000 presently recorded 
certificates in place of those presently in Account No. 401.5—Road and 
outstanding, with the distinct possibil- Equipment Unclassified. Therefore, 
ity existing that shortly thereafter the It is ordered: 

recipients of the new certificates would That the petition of the Capital 
be requested to approve an additional Transit Company for approval of an 
change in the par value thereof in or- amendment to its charter authorizing 
der to provide the capital surplus here- it to subdivide or split on the basis of 
inbefore discussed. Now isthe appro- 4 shares for one share all of its au- 
priate time to consummate the correc- thorized and outstanding shares of 
tive steps which the Commission capital stock, and to reduce the par 
deems to be necessary, particularly value thereof from $100 to $25 per 
from the standpoint of avoiding incon- _ share, be, and it is hereby, denied with- 
venience to stockholders, and duplicate out prejudice. 

expenses. 





MICHIGAN PUBLIC SERVICE COMMISSION 


Re Michigan Associated Telephone 
Company 


T-552-51.1 
January 8, 1951 


PPLICATION by telephone company for authority to increase 
A local and general exchange rates; granted in part. 


Valuation, § 224 — Rate base determination — Plant under construction. 
1. Telephone plant under construction should not be included in the rate 
base unless credit is taken in operating income for interest charged on the 
balances in the plant under construction account, or unless the revenues to 
be received when the plant under construction is placed in service are 
included in the gross revenue calculations, p. 7. 
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Valuation, § 69.1 — Rate base determination — Payment to affiliate — Excess over 
original cost. 
2. Plant adjustments representing sums in excess of original cost paid 
to affiliated interests should be excluded from a telephone company’s rate 
base, p. 17. 


Valuation, § 69 — Rate base determination — Excess over original cost. 
3. Sums representing payments to nonaffiliates for plant in excess of original 


cost may be either included in the capitalization rate base or the amortization 
of such sums may be included in the operating expense calculations, p. 17. 


Expenses, § 37 — Amortization of plant costs — Excess over original cost. 
4. The amortization of sums representing payments to nonaffiliates for 
plant in excess of original cost may be included in a telephone company’s 
operating expenses, p. 17. 


Valuation, § 36 — Rate base determination — Net investment. 
5. A net investment rate base was adopted for the purpose of fixing tele- 
phone rates, since it represented the actual prudent investment in plant 
used and useful in rendering service to the public, p. 17. 


Rates, § 130 — Reasonableness — Inadequacy of service. 
6. The Commission will not approve the application of higher telephone 


rates at certain exchanges which are receiving inadequate service until those 

exchanges are rehabilitated to provide a satisfactory grade of service, p. 18. 
Return, § 111 — Telephone company. 

7. Telephone rates yielding a return of 5.79 per cent were considered 

sufficient to permit the company to secure funds to continue its construction 


program and to earn a reasonable rate of return upon its investment in 
plant and facilities used and useful in rendering public service, p. 19. 


Security issues, § 99 — Debt ratio. 
8. A telephone company’s capital structure was considered undesirable 
where its senior obligations, including bonds and preferred stocks, com- 
prised over 76 per cent of the capital structure, p. 20. 

Return, § 26 — Reasonableness — Cost of capital as factor. 
9. The Commission, in fixing telephone rates, is not bound to recognize 
the high cost of capital resulting from an undesirable capital structure with 
high imbedded capital costs, but may contemplate a more desirable ratio 
of debt securities to equity securities and the resultant lower over-all costs 
of capital, p. 20. 


Rates, § 130 — Reasonableness — Quality of service — Conversion to dial 
operation. 
Statement that the Commission, in authorizing a telephone rate increase, 
urges the company to reconsider its conversion program and plan to attain 
complete dial operation within the next five years, thereby reducing operat- 
ing expenses, improving the quality of service, and securing the higher level 
of rates provided for, p. 21. 


(VEALE, Commissioner, concurs.) 


> 


By the Commission: Application Associated Telephone Company, a 
was filed May 5, 1950, by Michigan Michigan corporation, for authority to 
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make efiective throughout its terri- 
tory new local and general exchange 
rates designed to increase its annual 
revenues approximately $965,616. 

Hearings were held on the applica- 
tion on June 26, 27, 28, and 29, 1950, 
following which briefs were filed by 
parties of interest. 

The applicant is now furnishing tel- 
ephone service under schedules of 
rates approved by the Commission in 
its order of December 23, 1948, with 
the exception of rates at the Hollo- 
way exchange which exchange was ac- 
quired by purchase subsequent to the 
filing of the present application. 

Applicant represented that its pres- 
ent rates are inadequate to produce a 
fair and reasonable rate of return. The 
return has become increasingly inade- 
quate as time passes, since operating 
expenses have increased more rapidly 
than revenues, and increased construc- 
tion costs for expansion and improv- 
ment have exerted and will continue 
to exert a downward pressure on its 
rate of earnings. 

[1-5] As a result of the greatly in- 
creased use and demand for telephone 
service during the past several years 
the applicant has found it necessary to 
expend large sums of money in addi- 
tion to existing plant in order to pro- 
vide telephone service to those desir- 
ing it, and to restore normal plant 
margins and reduce overloading of the 
equipment. Applicant states that this 
program is continuing and will con- 
tinue so long as it can attract the nec- 
essary capital to carry on the pro- 
gram. To secure the money necessary 
the applicant states that it must sell its 
securities, and it has represented that 
securities cannot be marketed on a fa- 
vorable basis with respect to cost and 


[2] 


other conditions unless earnings are 
sufficient to attract money in a com- 
petitive market. 

The petitioner presented its case on 
the basis of its capitalization and the 
Commission staff adopted the net 
plant investment (gross plant less the 
depreciation reserve plus working capi- 
tal and material and supplies). The 
only substantial difference between 
the two methods arises from (1) bal- 
ances carried in plant under construc- 
tion, Account 100.2, and (2) bal- 
ances in plant acquisition adjustments, 
Account 100.4, or plant adjustments, 
Account 100.7. Plant under construc- 
tion should not be included in the rate 
base unless credit is taken in operating 
income for interest charged on these 
balances, or an alternate procedure 
is that the revenues to be received 
when the plant under construction is 
placed in service be included in the 
gross revenue calculations. Plant ad- 
justments representing sums in excess 
of original cost paid to affiliate inter- 
ests should be excluded, and sums rep- 
resenting payments for plant in ex- 
cess of original cost to nonaffiliates 
may be either included in the capitali- 
zation rate base or the amortization of 
such sums may be included in the op- 
erating expense calculations. For the 
purposes of this order the net invest- 
ment rate base presented by the Com- 
mission staff will be adopted, for it 
fairly represents the actual, prudent 
investment in plant used and useful in 
rendering service to the public. Al- 
lowances for material and supplies and 
for working capital are included in the 
rate base adopted. 

The Commission staff, through wit- 
nesses Hill and Galbraith, and the 
company, through witness Heusel, 
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presented estimates of the operating 
results for the calendar year 1950, and 
the Commission staff forecast the 1951 
results. While there were some dif- 
ferences in the 1950 estimates they 
are relatively minor and hinge largely 
upon the computation of Federal in- 
come taxes. All witnesses agree that 
the income is and will continue at an 
inadequate level unless relief is granted. 

[6] In this proceeding a number of 
witnesses appeared and gave testimony 
opposing the application for rate re- 
lief. Their opposition was not based 
upon the contention that the company 
was earning a fair and sufficient re- 
turn, but rather upon inadequacy of 
service. The general tenor of the testi- 
mony was that inasmuch as the pa- 
trons of the company had experienced 
increased rates in 1948, further in- 
creases should be deferred until serv- 
ice had been greatly improved. 

The brief of the attorney general for 
and on behalf of the Commission staff 
supported the position of such wit- 
nesses and argued that the duty of the 
Commission is twofold: (1), to in- 
sure the company of a reasonable re- 
turn in order that it can continue to 
attract necessary capital, and (2), to 
insure adequate service to the patrons 
of the company. 

The Commission accepts and sup- 
ports such argument of the attorney 
general and accepts its twofold obliga- 
tion to the investors and the custom- 
ers. The question is, however, how 
best to exercise this twofold obliga- 
tion. The company has argued that if 
the service it is presently rendering at 
some of its exchanges is below normal 
standards, the defects relate directly 
to the amount and condition of the 
plant. Improved and additional serv- 
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ice can only be achieved by continua. 
tion without abatement of the com. 
pany’s rehabilitation and expansion 
of plant, which program since the end 
of 1945 has resulted in gross expendi- 
tures of more than $9,866,000 and net 
additions to plant (gross construction 
less retirements) of more than $7. 
900,000 through May, 1950, repre. 
senting an increase of over 100 per 
cent in the net plant investment. 
Much of the additional construction 
consists of “‘back-bone” plant: plant 
needed to relieve congestion and to 
permit expansion, such as cables and 
conduit. The benefit of the addition 
of such plant may not be immediately 
apparent to customers, but the replace- 
ment of long open wire runs and long 
drop wires will reduce troubles and 
greatly improve service. Also mar- 
gins needed for growth and transfers 
are thus being restored to the general 
benefit of all customers. 

The company has been required by 
Commission order of August, 1948, to 
render monthly reports to the Com- 
mission of its construction projects 
showing the expenditures on each 
project. In the future, in addition to 
the reports now being filed, the Com- 
mission, to keep itself advised as to 
the long-term rebuilding and conver- 
sion plans and current operations, will 
require the company to provide: (1) 
a 3-year detailed construction budget 
and a program for attaining a satis- 
factory commercial grade of service at 
all its exchanges; (2) in connection 
with dial conversions, complete infor- 
mation regarding the type and amount 
of switching equipment ordered, the 
date ordered, and the manufacturers’ 
scheduled delivery dates; (3) monthly 
trouble report summaries, and (4) 
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monthly summaries of service obser- 
vations, all of which will be required 
by separate order of even date. 

‘The Commission has carefully an- 
avzed the testimony of all witnesses 
lating to the adequacy of service 
presently rendered at the various ex- 
changes of the applicant. From. this 
evidence the Commission finds that 
the service presently rendered in some 
exchanges of the company is below the 
standard of service which the company 
should furnish to its patrons. The 
Commission, among other matters re- 
lating to quality of service, consid- 
ered: (a) what the company has done 
in each of these exchanges toward re- 
building and expanding its facilities, 
(b) the type of service, i.e., whether 
the service was dial, common battery, 
or magneto, in relation to the number 
of customers served, (c) the troubles 
reported at each exchange, and (d) 
the time required for the operators to 
answer calls. Accordingly, the Com- 
mission will not approve the applica- 
tion of higher rates at certain ex- 
changes until such exchanges are re- 
habilitated to provide a satisfactory 
grade of service. 

The exchanges selected are shown 
below together with the number of 
main telephones at each, and the type 
of central office and station equipment 
installed : 

12-31-49 


Main Stations Type of Service 
Magneto 
Magneto 
Magneto 
Magneto 
Magneto 
Magneto 
Magneto 
Common Battery 
Magneto 
Magneto 
Magneto 
Magneto 


Exchange 


Edwardsburg 

Holloway 

Laingsburg 

Milford 

North Branch .. 

Saline 

Shelby 

Williamston ... 
* May 16, 1950. 


Estimates of the revenues and ex- 
penses at present rates for the year 
1951 were submitted by witnesses for 
the staff. The following is a state- 
ment of these estimates : 

ESTIMATED 1951 RESULTS 
PRESENT RATES 
$4,926,400 


1,123,000 
1,159,700 


Revenues 
Expenses 

Maintenance 

Traffic 

Commercial 

General Offices 

Depreciation 

Other 

Total Operating Expenses 
Taxes 

Federal Income 141,219 
364,800 


Total Operating Expenses and 
Taxes 

Amortization of Acquisition Ad- 
justment 

Net Operating Income 

Average Net Plant Investment In- 
cluding Working Capital 

Rate of Return 


$4,393,493 


21,600 
511,307 


$16,724,894 
3.5% 


Notice must be taken, however, of 
the tax revision enacted in September, 
1950, by the Eighty-first Congress 
which increases the effective corpora- 
tion income tax rate from 38 per cent 
to 45 per cent. After adjusting the 
foregoing estimate for the effect of 
this tax increase the result is as fol- 
lows: 

Net Operating Income (as above) .. $511,307 
Increase in Federal Income Taxes .. 20,928 


Adjusted Net Operating Income ... $490,379 
Rate of Return 


[7] The rate increases herein ap- 
proved will provide immediately ap- 
proximately $870,000 of additional 
annual revenue. After provision for 
increased income taxes the com- 
pany’s net income available will be 
approximately $969,000, which will 
provide 5.79 per cent rate of re- 
turn upon the estimated average 
1951 investment. The Commission 
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finds that the return the company 
will earn upon the rates herein 
approved will permit it to secure suf- 
ficient funds to continue its construc- 
tion program and to earn a reason- 
able rate of return upon its invest- 
ment in plant and facilities used and 
useful in rendering service to the pub- 
lic. 

The financial requirements of the 
company consisting of bond interest, 
dividends on preferred stock and in- 
come available for common stock will 
be met as shown by the following table : 
Net Operating Income 
Interest on Bonds 
Times Interest Earned 
Preferred OS) Dividend (50,000 

shares at $2.70 


Remaining for AEE Stock 
Per cent to Common and Surplus .. 


($7,500,000 at 


[8,9] In the foregoing computa- 
tion refinancing has been contemplated 
and permanent funding of certain notes 
payable now outstanding by debt and 
common stock refinancing has been 
assumed. The present capital struc- 
ture of the applicant is such that it 
does not present desirable financial ra- 
tios. Senior obligations, including 
bonds and preferred stocks, comprised 
over 76 per cent of the capital struc- 
ture at the end of 1949. The high 
percentage of senior obligations has re- 
sulted in high income absorption ra- 
tios for the company indicating little 
protection for the senior obligations in 
the event of a severe decline in earn- 
ings. A reason for the high propor- 
tion of senior capital appears to be 
low earnings over the years. How- 
ever, the Commission is not bound to 
recognize the high cost of capital re- 
sulting from an undesirable capital 
structure with high imbedded capital 
costs, and in making rates may con- 
88 PUR NS 


template a more desirable ratio of debt 
securities to equity securities, and the 
resultant lower over-all costs of capi- 
tal. In the company’s future financing 
it will be desirable to increase the 
equity investment ratio in order to 
afford the senior securities better pro- 
tection and permit refunding at lower 
costs. 

Under the facts and circumstances 
of this case, and particularly in the 
light of the substantial amount of re- 
habilitation and expansion of plant 
performed by the applicant within re- 
cent years, the Commission is satis- 
fied, and so finds, that the best way in 
which to discharge its obligation to 
the public, including both the investors 
and the subscribers, is to allow rate 
relief to the extent herein approved 
and simultaneously continue its inves- 
tigation of the quality of telephone 
service being rendered by the applicant 
in any and at all of its exchanges, tak- 
ing such further formal or informal 
action respecting any particular situa- 
tion or exchange as such investigation 
shows to be required under the cir- 
cumstances. As hereinbefore men- 
tioned, in Orders T-—552-48.4 and 
T-552-48.9 of 1948, in the matter of 
the 1948 application for increased 
rates, the Commission after finding 
that the service being rendered by 
Michigan Associated Telephone Com- 
pany was below normal standards 
in a number of its exchanges, re- 
quired the company to file reports 
with respect to its proposed con- 
struction projects. These _ reports 
were required to enable the Com- 
mission to be informed of the im- 
provements and additions planned and 
budgeted by the company to increase 
the quality and availability of tele- 
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phone service within the company’s as- assure the public of better telephone 
signed areas in Michigan. Also, it service by permitting the company to 
was believed that frequent reports on continue unabated its rehabilitation 
its budget program to a public body and expansion which is under way. 
would be conducive to increased effort The Commission strongly urges that 
by the company to abate an acknowl- the company reconsider its conversion 
edged serious service problem. program and plan to attain complete 
From the relatively numerous pro- dial operation within the next five 
tests lodged with the Commission in years thereby reducing operating ex- 
this current proceeding it appears that penses, improving the quality of serv- 
the provisions in the above-cited 1948 ice, and securing the higher level of 
orders were not sufficiently compre- rates provided for herein. To do less 
hensive to accomplish the desired re- would appear insufficient, and not in 
sult. Accordingly, the Commission has the best interests of the consumers or 
determined to commence, on its OWN the investors. 
motion, a continuing investigation 


and surveillance of the company’s serv- . ; , 
ice. In a separate order of even date Hearings in this matter having been 


such an investigation is instituted concluded prior to the appointment of 
wherein definite objective standards the undersigned as Commissioner but 
of service are provided and statutory having participated in Commission ac- 
methods of attaining compliance are tion subsequent thereto, I concur in 
cited and thereby the Commission will the foregoing order. 


VEALE, Commissioner, concurring : 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 
Re Berkshire Street Railway 
Company 


D.P.U. 9119 
February 2, 1951 


| apiece on Commission motion of proposed rates for 
transit company; rate increase authorized. 


Return, § 7 — Transit company — Cost of capital method. 
1. It is impractical to determine a proper return for a transit company on 
its outstanding securities, or on the so-called “cost of capital” method, where 
the par value of the company’s common stock of somewhat over $5,000,000 
is obviously fictitious and where the company had at the midpoint of its 
preceding year an outstanding bonded indebtedness of about $400,000, 


p 23. 
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Valuation, § 316 — Working capital allowance — Transit company. 
2. The Commission will not ordinarily consider working capital as part of 
the rate base of a transit company in the absence of evidence as to the 
necessity for such an allowance, p. 24. 


Rates, § 152 — Future prospects as a consideration in rate making. 
3. In fixing rates a regulatory body may not look backward exclusively 
but must to some extent look forward to see the position of the utility in 
the immediate future, p. 24. 


Valuation, § 225 — Busses to be acquired. 
4. The Commission, in determining the rate base of a transit company, 
considered as part of such base an expenditure of over $100,000 for new 
busses, where such busses were ordered but had not yet been received or 
paid for, p. 24. 


Return, § 108 — Operating ratios for transit company. 


5. A transit company’s operating ratio of 97 per cent is higher than that at 
which it can operate with financial safety, p. 25. 


Rates, § 504 — Transit company — Increase in one area of operation. 
6. A transit company was authorized to increase the 6-cent fare which 
it was charging in one section of its territory where this fare caused it to 
suffer an operating loss and was substantially below the fares of comparable 
companies serving other sections of the state, p. 26. 


Rates, § 253 — Statement of tariff after increase — New tariff instead of amend- 
ment. 
7. A transit company which was granted a rate increase was directed to 
file an entirely new tariff rather than an amendment of its existing one 
where neither the public nor the Commission would be able to understand 
in what respects the rates were to be changed if the existing tariff were 
merely amended, p.27. 


Valuation, § 330 — Going concern value — Inclusion in rate base. 
Statement that as a general rule the Commission will not allow a utility 
to include going concern value in its rate base, since such an allowance 
entails a departure into speculative grounds, p. 25. 


¥ 


APPEARANCES: Edmund J. Moore. 
for Berkshire Street Railway Com- 
pany; Francis J. Quirico, City Solici- 
tor, for city of Pittsfield. 


By the DEPARTMENT: Berkshire 
Street Railway Company, a common 
carrier of passengers for hire under 
Chapters 159 and 161 of the General 
Laws, filed on June 16, 1950, its Sup- 
plement No. 1 to its existing M.D.P.U. 
No. 37. The proposed new tariff in- 
cluded certain increases in existing 
rates, and its operation was suspended 
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by order of the Department until May 
16, 1951, unless otherwise ordered. 
Hearings were held on this proposal 
in Boston on September 6, 1950, and 
in Pittsfield on October 10, 1950. 
Respondent’s proposed tariff con- 
templates changes in fare only within 
the city of Pittsfield. It operates about 
twenty bus routes in the area affected. 
Generally speaking, all of its routes 
run out from the center of the city, 
which is the only important business 
and shopping section. The fare zones, 
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which remain unchanged in the instant 
proposal, extend from the end of the 
run to this center. There is no trans- 
fer system. 

The existing fare structure in Pitts- 
field was established about thirty years 
ago, while respondent was still oper- 
ating trolley cars. It calls for a basic 
fare of 6 cents per zone, with a pupils’ 
ticket at half fare, or 3 cents. The 
proposed fare schedule simply substi- 
tutes a basic zone cash fare of 10 cents, 
with provision for tokens at three for 
a quarter, for the basic 6-cent fare, 
and a pupils’ ticket at 5 cents instead 
of the 3 cents heretofore in effect. 

Respondent’s return to the Depart- 
ment for the year ended December 31, 
1949, showed gross revenue of $847,- 
193, with a net income transferable to 
profit and loss of $27,205. It oper- 


ated for the year at a ratio of 91.99. 


For the first seven months of 1950, it 
reports gross revenues of $469,744, 
resulting in a net income of $10,192 
at an operating ratio of 95.74. It was 
estimated that the operations for the 
entire year 1950 under existing fares 
would result in a net income of only 
$5,600, at a ratio of 96.88 per cent. 
[1] Respondent is a wholly owned 
subsidiary of The New York, New 
Haven and Hartford Railroad. Its 
balance sheet has a most peculiar struc- 
ture, due to the fact that it has never 
amortized or otherwise disposed of the 
very heavy losses attributable to the 
obsolescence and abandonment of its 
trolley lines. These lines were greatly 
extended under the New Haven own- 
ership but were, of course, rendered 
completely worthless by changes in the 
mode of transportation and were re- 
tired from plant account almost twenty 
years ago, resulting in a surplus deficit 


which on July 31, 1950, stood at 
$5,345,578.82. This deficit would 
have been of even more astronomical 
proportions had not the New Haven, 
during its recent receivership, pur- 
chased $160,000 par value of the 
bonds of one of respondent’s constitu- 
ent companies in consideration of the 
cancellation of almost $8,000,000 in 
principal and accrued interest of notes 
of respondent. The par value of re- 
spondent’s common capital stock is 
$5,398,100, a value which is now ob- 
viously fictitious. It had, on July 31, 
1950, an outstanding bonded indebted- 
ness of $387,600. This, in our opin- 
ion, makes it impracticable to deal 
with respondent’s situation on the ba- 
sis of a return on its outstanding se- 
curities as suggested in Federal Power 
Commission v. Hope Nat. Gas Co. 
(1944) 320 US 591, 88 L ed 333, 
51 PUR NS 193, 64 S Ct 281, or, 
as has been the position of the Depart- 


.ment in other cases, on the so-called 


“cost of capital’ method. 


The confusion in which we find our- 
selves as indicated above as the result 
of respondent’s peculiar financial set- 
up illustrates the necessity which we 
feel to exercise our jurisdiction over 
the accounting practices of this com- 
pany. We have suggested revision of 
the balance sheets of other companies 
who are in comparable situations, and 
they have seen fit to clean house ac- 
cordingly. See Re Northampton 
Street R. Co. (1950, 1951) D.P.U. 
8971, 9339. Respondent indicated, 
when questioned at the instant hear- 
ing, that some advantages accrued to 
it as the result of its anomalous ac- 
counting. We think it should give us 
more detailed information as to these 
alleged advantages, and we will order 
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it to show cause accordingly at a pub- 
lic hearing. 

Berkshire’s balance sheet as of July 
31, 1950, shows a net utility operating 
plant account of $338,349. This 
amount represents property of an orig- 
inal cost of $684,215 less accrued de- 
preciation of $345,865. The bulk of 
the operating property may be further 
subdivided as between buildings and 
structures at original cost of $263,420 
less accrued depreciation of $61,263, 
or a net of $202,157, and revenue 
equipment of original cost of $379,- 
699 less accrued depreciation of 
$270,968, or a net of $108,731. 

The buildings in question were 
erected almost fifty years ago as car 
barns. No depreciation was taken on 
them while they were so used, the first 
such charges having been made about 
1938. We feel impelled to consider 
them at net book value, even though 
their assessed value is substantially 
lower, and even though, had they been 
depreciated at the current rate, there 
would be little or nothing left of the 
original cost in the net plant account 
as of today. As to the first of these 
observations, there are many factors 
entering into assessed value which we 
do not consider to be pertinent to our 
present inquiry. See Massachusetts 
General Hospital v. Belmont (1919) 
233 Mass 190, 124 NE 21, among 
many other cases. The fact that the 
net plant account would be substantial- 
ly less had other accounting methods 
been employed prior to 1938 does not 
seem to us to warrant disallowance in 
this case of existing book entries. To 
go into the accounting theories which 
lead us to this conclusion would not 
add to the value of our ultimate find- 
ings in this regard. 
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[2] ‘Both the company and the City 
of Pittsfield assumed that working 
capital was to be allowed as a part of 
any rate base upon which we are to 
compute a return in this case. There 
was no evidence as to the necessity for 
such allowance, and we have held that, 
in the absence of impelling testimony, 
we will not ordinarily consider work- 
ing capital as part of the rate base in 
traction company rate cases. Re Mas- 
sachusetts Northeastern Transp. Co, 
(1950) D.P.U. 8469-A, 86 PUR NS 
192; Re Worcester Street R. Co. 
D.P.U. 8945, July 31, 1950. See Re 
Rochester Transit Corp. (NY 1948) 
72 PUR NS 455. On the other hand, 
there is specific legislative recognition 
of the propriety of capitalization of 
working capital for street railways in 
our statutes. See General Laws, 
Chap 161, § 26. We do not consider 
it necessary to resolve this conflict at 
this time, since we believe respondent 
is entitled to approval of its proposed 
schedules even if, for the sake of argu- 
ment, this item is ignored. 

We find, therefore, that Berkshire 
Street Railway Company has present- 
ly invested in property used and use- 
ful in the public service the sum of 
$338,349 upon which we are required 
by law to permit it to earn a fair re- 
turn. See Lowell Gas Co. v. Depart- 
ment of Public Utilities (1949) 324 
Mass 80, 78 PUR NS 506, 84 NE2d 
811. 


[3, 4] Our consideration of re- 
spondent’s situation must, we feel, be 
colored to some extent, not only by 
its existing capital structure, but also 
by its prospects for the immediate fu- 
ture, particularly in view of the form 
of order which we contemplate enter- 
ing in these proceedings. At the hear- 
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ing in this matter, it appeared that the 
management of the company had been 
authorized to purchase ten new items 
of equipment. We are informed that 
the orders for these busses were placed 
last October, and that delivery is ex- 
pected in February, 1951, and that the 
aggregate cost will be about $122,000. 
As will appear later, we believe that 
still further improvement in respond- 
ent’s equipment is necessary. It is ap- 
parent, from a glance at the company’s 
equipment account, that it should be 
anticipated that the busses to be re- 
tired at the time of such acquisition 
will be fully depreciated, and that its 
net plant account will be increased in 
the very near future by the amount of 
the additional investment involved in 
acquiring this new equipment. In fix- 
ing rates, it is not enough to look back- 
ward exclusively. We are justified to 


some extent in looking forward to see 
the position of the utility in the imme- 


diate future. Rates are made largely 
on the basis of the present situation, 
but we should not forget that their ap- 
plication is prospective, alone. We 
are of the opinion, therefore, that we 
should add to the rate base used in this 
matter the sum of $122,000, and that 
we should figure the rate of return on 
an aggregate net investment of $460,- 
349. 

On the other hand, we cannot fol- 
low respondent’s argument that it is 
entitled to an assignment of $500,000 
more as a sort of going or “residual” 
value because the company has suf- 
fered losses due to obsolescence of 
equipment. This would entail a de- 
parture into speculative grounds in the 
establishment of a rate base which we 
are unwilling to undertake unless re- 
quired to do so as a matter of law. It 


is true that it has been held in the past 
in some jurisdictions that going con- 
cern value must be considered as a 
property right in determining a rate 
base. Lincoln Gas & Electric Light 
Co. v. Lincoln (1919) 250 US 256, 
63 L ed 968, 39 S Ct 454. And see 
annotation in 48 LRA NS 1092. We 
find some difficulty, however, in dis- 
tinguishing these cases from the cases 
which hold that no value is to be as- 
signed to a public utility franchise 
where such right is nonexclusive and 
constitutes merely a perpetual permit. 
Georgia R. & Power Co. v. Georgia R. 
Commission, 262 US 625, 67 L ed 
1144, PUR1923D 1, 43 S Ct 680. 
Furthermore, there is grave question 
in our mind whether these cases are 
entirely consistent with the Hope Nat- 
ural Gas Case, supra. In any event, 
we do not consider it necessary to de- 
cide this question at this time since we 
do not find that the proposed rates will 
yield an excessive return upon a rate 
base computed exclusive of going con- 
cern value. 

[5] We have indicated from time 
to time, in other cases, some sympathy 
with respondent’s contention that bus 
company results might more logically 
be considered on the basis of its operat- 
ing ratio. See Re Short Line (1950) 
D.P.U. 9118; Re New England 
Transp. Co. (1950) D.P.U. 8997; Re 
Gloucester Auto Bus Co. (1950) 
D.P.U. 8883. We are satisfied that 
the indicated ratio for 1950 of 97 per 
cent is higher than that at which such 
a company can operate with financial 
safety. 

Respondent estimates that the pro- 
posed rates will result in an increase 
in its annual gross revenues in the 
amount of $88,000 on the basis of its 
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1950 figures. In arriving at this 
figure, it takes into account the es- 
timated dampening effect of the rate 
increase through loss of riders (see 
Re Worcester Street R. Co. [1949] 
D.P.U. 8308, 79 PUR NS 206), but 
does not allow for any possible further 
decline in revenue passengers the prob- 
ability of which seems to be indicated 
by recent history. The gross pas- 
senger revenue for the twelve months 
ending July 1, 1950, was about $780,- 
000 as compared with about $870,000 
at July 1, 1949, and about $945,000 
at July 1, 1948. This rate of decline 
is, as we have before noted, consistent 
with the general industry-wide trend, 
both in this jurisdiction and country- 
wide, and is doubtless due to the com- 
petition of the private automobile. See 
Re Northampton Street R. Co. 
(1950) D.P.U. 8971. Such gross 
earnings figure would result in only 
about $50,000 net after taxes which, 
on the basis of the 1950 estimated 
revenue, would result in a total net 
profit of $55,600. This would mean 
an operating ratio of 87.4 per cent and 
a return to the company on the rate 
base we have found of about 12 per 
cent. 


It is true, as was ably argued on the 
record, that, due to respondent’s pe- 
culiar capital structure, the common 
stock equity at July 31, 1950, result- 
ing from the rate base we have found, 
is in the amount of only $72,749. It 
is clear that, even on a ‘“‘Cost of Capi- 
tal’”’ basis, it would require a very high 
rate of return on equity capital to in- 
terest an investor where there is an 
82 per cent debt ratio and where no 
dividends have been paid on common 
stock for nearly twenty years. 

[6] Respondent has conducted a 
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study of its operations and revenues 
as respects the fares which it seeks to 
increase in these proceedings. As the 
result of certain segregation of costs, 
this study indicates that respondent is 
actually operating at a loss in the area 
affected by the proposed increases, 
There may be some question as to these 
allocations, though they were not seri- 
ously attacked on the record, but it 
does appear that at least some of re- 
spondent’s financial troubles arise out 
of the existence of this basic 6-cent: 
fare, which is relatively low among 
comparable companies in this state. 
We find, therefore, that the requisite 
additional revenue is properly collecti- 
ble from the customers affected by the 
proposed increase. 


The low figure presented for the 
depreciated cost of revenue equip- 
ment results from the policy of the 
respondent as regards replacement of 
equipment. Its annual return as of 
December 31, 1949, shows that, of the 
70 busses owned by respondent as of 
that date, 55 were more than six years 
old. Thirty-three of these busses were 
then more than 10 years old. It act- 
ually listed, as active equipment, 4 
busses which were seventeen years old 
at that time. The average age of 
its equipment was 8.47 years. From 
1945 to 1949, inclusive, it bought 17 
secondhand busses averaging eight 
years old, some being as much as six- 
teen years old when acquired. Dur- 
ing the same 5-year period, respond- 
ent purchased only 11 new _ busses. 
In this connection, it was argued that 
the city of Pittsfield has a marked 
peak in its demand for service, and that 
the basic regular service is covered by 
13 busses, while it requires 38 to 40 
busses to cover the peak hours. Ad- 





RE BERKSHIRE STREET R. CO. 


mitting that it is good practice to use 
old equipment in peak hours, and for- 
getting for the moment that respond- 
ent operates in a number of areas oth- 
er than in the city of Pittsfield, it seems 
obvious to us that respondent has been 
most remiss in its duty to provide the 
riding public with decent equipment, 
and that it has been far more anxious 
to pay off what it could of its bonded 
debt, most of which was and is held by 
its parent company, than to invest in 
new busses. It has retired $1,063,075 
in funded debt since December 31, 
1945, while it was purchasing a total 
of only 11 new vehicles. Since 1938, 
respondent has retired $1,151,425 in 
par value of trolley company obliga- 
tions out of bus earnings. It was 
testified that respondent had 10 new 
busses on order at the time of the 
hearing, and that it intended to retire 


its old equipment as rapidly as possi- 
ble. The order to be entered herein 
will be conditioned upon the pursuit 
of such a program, and it is our in- 
tention to see that it is followed. 


[7] Berkshire Street Railway 
Company, the respondent, has filed its 
tariffs in the form of a supplement to 
the existing tariff. We are unable to 
follow the changes it proposes and to 
understand in what respects the exist- 
ing tariff is to be amended by the pro- 
posed supplement. We think it will 
be much clearer to us and to the public 
if respondent railroad file these pro- 
posals in the form of a rewritten tariff 
instead of attempting to amend the 
existing tariff. 

There was a complaint made at the 
hearing regarding the fare zones as 
applying to the new Hillcrest Hospital. 
At the time of the hearing, the addi- 
tional service suggested was not re- 


quired since the hospital was not yet 
opened. We believe that respondent 
should modify its fare zones in such 
a way as to offer the privileges sug- 
gested, but will not so order without 
giving the respondent an opportunity 
to do so voluntarily since we have 
good cause to believe that the company 
will be fair in its treatment of such 
a situation. 

The city of Pittsfield filed 37 re- 
quests for rulings of law in this case, 
and waived the time limitation for de- 
cision thereon imposed by § 5 of G.L., 
Chap 25. We grant its request Nos. 
112334 5,67,8 9 MH il, IZ, 
13, 14, 15, 16, 17, 18, 19, 20, 21, 
24, 27, 29, 32, 33, and 37. We deny 
its requests Nos. 22, 23, 25, 26, 28, 
30, 31, 34, 35, and 36. 

For the foregoing reasons, and after 
investigation, public hearing, and con- 
sideration, it is hereby 

Ordered: That Supplement No. 1 
to M.D.P.U. No. 37 filed by Berk- 
shire Street Railway Company, to be- 
come effective July 16, 1950, and sus- 
pended by the Department to May 16, 
1951, unless otherwise ordered, be 
and the same hereby is disapproved 
and disallowed ; and it is 

Further ordered: That Berkshire 
Street Railway Company file on or 
before February 12, 1951, to become 
effective February 18, 1951, a new 
schedule of rates and charges which 
will incorporate therein the same 
modifications and changes included in 
said Supplement No. 1 and M.D.P.U. 
No. 35 to be denominated M.D.P.U. 
No. 38, said tariff to become and re- 
main effective, however, only on con- 
dition that the Berkshire Street 
Railway file with the Department prior 
to July 1, 1951, a detailed program 
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satisfactory to the Department cover- 
ing the years 1951, 1952, and 1953 
of new equipment to be acquired dur- 
ing those years; and it is 

Further ordered: That, in the event 
of failure of Berkshire Street Railway 
Company so to file such program or, 
without adequate cause, to fail to carry 
out the same as therein specified, the 
within approval shall be canceled and 
withdrawn and the schedule of rates 
and charges heretofore in effect shall 
be and become the sole lawful rates 
and charges for service of Berkshire 
Street Railway Company ; and it is 


Further ordered: That the Berk. 
shire Street Railway Company show 
cause at a public hearing to be held at 
the hearing room of the Department, 
Room 166 State House, Boston, 
Massachusetts, on March 15, 1951, at 
10 o'clock in the forenoon, why it 
should not be ordered to take the steps 
necessary in order to eliminate its ex- 
isting surplus deficit ; and it is 

Further ordered: That, subject to 
the foregoing, the investigation by the 
Department in D.P.U. 9119 be hereby 
closed and terminated. 





SECURITIES AND EXCHANGE COMMISSION 


Re Central Illinois Public Service 
Company et al. 


File No. 70-2540, Release No. 10340 
January 15, 1951 


PPLICATION by holding companies and electric companies for 
A pernussion to acquire all of the common stock of an electric 
utility company serving atomic project; interim order authorizing 
acquisition issued and holding company integration problems 

reserved for future determination. 


Consolidation, merger, and sale, § 22 — Interim approval of stock acquisition — 
Defense program — Holding company integration problems. 
The proposed acquisition by holding companies and electric companies of 
all of the common stock of an electric company formed by them to serve 
a project of the Atomic Energy Commission was authorized immediately 
by the Securities and Exchange Commission, with resolution of the integra- 
tion problems under the Holding Company Act reserved for future deter- 
mination, it being recognized that the national defense program precluded 
the delays inherent in making a record relating to the integration problems 


raised. 


Consolidation, merger, and sale, § 33 — Acquisition of securities — Holding com- 


pany regulation. 


Statement that the acquisition of securities under § 10 of the Holding Com- 
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pany Act, 15 USCA § 79j, may not be permitted where there will be a con- 
centration of control of public utility companies detrimental to the public 
interest or the interests of investors and consumers, where the consideration 
is not reasonable, or where the acquisition will unduly complicate the capital 
structure of a holding company system, p. 31. 


Consolidation, merger, and sale, § 24.1 — Acquisition of securities — Holding com- 
pany regulation. 
Statement that the Securities and Exchange Commission, in passing upon 
the proposed acquisition of securities under § 10 of the Holding Company 
Act, 15 USCA § 79j, must find that the acquisition is not detrimental to 
the carrying out of the provisions of § 11 of the act, 15 USCA § 79k, and 
that it tends toward the economical and efficient development of an inte- 
grated public utility system as defined in § 2(a)(29) of the act, 15 USCA 
§ 79b(a) (29), p. 31. 


* 


By the Commission: Central Illi- ply, in part, the electric energy require- 


nois Public Service Company (“Cen- 
tral”), Illinois Power Company (“TIl- 
linois”), Kentucky Utilities Company 
(“Kentucky”), Middle South Utili- 
ties, Inc. (“Middle South”), and Un- 
ion Electric Company of Missouri 
(“Union”), have filed a joint applica- 
tion, pursuant to the Public Utility 
Holding Company Act of 1935 (the 
“act”), seeking permission to acquire, 
in the proportions hereinafter de- 
scribed, all the shares of the common 
stock of Electric Energy, Inc. (“Elec- 
tric Energy’), an Illinois corporation 
which the applicants have caused to be 
organized as a public utility company.’ 
Central, Illinois, and Kentucky have 
also requested that we find them not 
to be holding companies with respect 
to Electric Energy. 

It is proposed that Electric Energy 
will construct and operate a 500,000- 
kilowatt electric generating station 
and related transmission lines to sup- 


ments of a project of the Atomic En- 
ergy Commission (“AEC”) to be lo- 
cated at Paducah, Kentucky. Pending 
this construction, the applicants will 
furnish power to AEC from available 
sources on an interim basis. We are 
informed that the Paducah project of 
AEC, which will be dependent upon 
the facilities of Electric Energy for a 
material portion of its power supply, 
is a matter of the greatest importance 
to the national defense program. 

The instant application is unique in 
the history of the act. While it cov- 
ers a private venture being privately 
financed, its purpose is the co-operative 
building of a defense power project 
dedicated to serve a vital atomic ener- 
gy installation of the United States 
Government. 

Speed is of the essence. We have 
held no hearings and have created no 
formal record, other than the data 
contained in the application itself, as 





1Central, Illinois, Kentucky, and Union are 
public utility companies. Illinois, Kentucky, 
and Union are also registered holding com- 
panies as is Middle South. Union is a sub- 
sidiary of The North American Company, a 
registered holding company. Illinois and Ken- 
tucky are exempt from all the provisions of 
the act other than § 9(a) (2), 15 USCA § 79i 


29 


(a) (2). Illinois is exempt by reason of having 
filed a statement on Form U-3A-2 pursuant 
to Rule U-2 promulgated under the act, and 
Kentucky is exempt by virtue of an order of 
the Commission entered pursuant to § 3(a) (2) 
of the act, 15 USCA § 79c(a)(2). Re Ken- 
tucky Utilities Co., Holding Company Act Re- 
lease No. 9017, April 19, 1949. 
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a basis for our interim order of ap- 
proval. The statutes we administer 
are flexible enough and our philos- 
ophy of administration is sufficiently 
enlightened to permit us to handle first 
things first. Our first problem today 
is the speedy building of national de- 
fense. Projects such as Electric En- 
ergy are not “business as usual,” and 
merit postponement of “regulation as 
usual” until the more normal times 
which should follow the current emer- 
gency. Accordingly, we have expe- 
dited this proceeding and have 
shelved for the present certain of the 
problems the application raises. 

The applicants propose to acquire 
from: Electric Energy 35,000 shares 
of $100 par value common stock at 
par, for an aggregate cash considera- 
tion of $3,500,000. The shares will 
be divided among the applicants in the 
Cen- 


following respective amounts: 
tral 7,000 shares, Illinois 7,000 shares, 
Kentucky 3,500 shares, Middle South 


3,500 shares, and Union 14,000 
shares. The applicants estimate that 
the facilities of Electric Energy will 
cost approximately $70,000,000. The 
balance of $66,500,000 will be bor- 
rowed from two institutional inves- 
tors.” 


The applicants have entered into an 
arrangement with AEC, to be for- 
malized by contract, pursuant to which 
Electric Energy will furnish the firm 
capacity of the proposed station, esti- 
mated at 427,500 kilowatts,’ to the 
Paducah project. This contract will 
run for a period of twenty-five years, 
and will be terminable by AEC at any 
time during that period upon one 


year’s notice and the payment by AEC 
of an amount equal to 28 per cent of 
the cost of all facilities plus certain 
taxes payable by Electric Energy, less 
a credit to be computed in accordance 
with the contract to AEC for retire. 
ment of debt. 

The arrangement with AEC con- 
templates that the applicants will uti- 
lize any available power not required 
by AEC. The applicants have agreed 
among themselves to purchase and pay 
for this power in the same proportions 
that they have subscribed for the stock 
of Electric Energy. The rates to be 
charged by Electric Energy are in- 
tended to produce revenues sufficient 
to provide for operating expenses, in- 
terest at 3 per cent per annum on its 
debt, and a return of approximately 
8 per cent on its common stock equity. 
The debt will be amortized over a 25- 
year period. 


It is contemplated that certain 
transmission facilities will be con- 
structed so that the electric utility 
systems of all of the applicants will be 
connected, directly or indirectly, with 
the generating station to be con- 
structed by Electric Energy. Direct 
interconnections exist ainong the elec- 
tric systems of Union, Illinois, and 
Central; between Kentucky and Cen- 
tral; and between Middle South and 
the Tennessee Valley Authority which 
in turn directly interconnects with 
Kentucky. The generating station of 
Electric Energy will be constructed on 
the Illinois side of the Ohio river near 
Paducah and will be at a site within 
100 miles from the southernmost 
points of the Union, Central, and IlIl- 





2Such borrowing will be the subject of a 
further application to be filed with this Com- 
mission. 

8 The proposed station will include four gen- 
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erating units, each with a rated capacity of 
125,000 kilowatts, and with an estimated out- 
put of 142,500 kilowatts. The output of one 
unit is considered as reserve power. 
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nois electric systems, contiguous to 
the western end of the Kentucky sys- 
ten, and approximately 175 miles dis- 
tant from the northern end of the 
Middle South system. 

We may not permit an acquisition 
of securities under § 10 of the act, 15 
USCA § 79), if we find, inter alia, 
that there will be a concentration of 
control of public utility companies 
detrimental to the public interest or 
the interests of investors and con- 
sumers; that the consideration is not 
reasonable; or that the acquisition 
will unduly complicate the capital 
structure of the holding company sys- 
tem of the applicant. Affirmatively, 
we must find that the acquisition is 
not detrimental to the carrying out of 
the provisions of § 11, 15 USCA § 79k, 
and that it tends toward the econom- 
ical and efficient development of an 
integrated public utility system as de- 
fined in § 2 (a) (29) of the act, 15 
USCA § 79b (a) (29).* 

The applicants concede that under 
the standards of § 10 of the act the 
facilities of Electric Energy ‘“‘may not 
in the long run be kept in the sys- 
tems of all the applicant companies.” 
They contend, however, that these 
facilities clearly can belong in the sys- 
tem of one or more of them and sug- 
gest that final determination of which 
companies should retain their inter- 
ests in Electric Energy should be 
made after the impact of the defense 
program on their respective systems 
is known and after the present emer- 
gency has passed. 

From the record and our adminis- 
trative knowledge of the operations 


of these companies, we agree that at 
least one and perhaps more of the 
applicants can meet the acquisition 
standards of § 10, but we do not have 
before us an adequate record to make 
conclusive statutory findings as to 
which of the applicants can retain 
their interests in accordance with the 
act. Considering the novel problems 
raised by the number and geographic 
location of the applicants, the proof 
necessary to support such a de- 
termination, if required at this time, 
would necessarily involve comprehen- 
sive evidence and extensive hearings. 
Under normal circumstances we 
would require such proof before act- 
ing upon an application of this char- 
acter. However, we recognize that 
the exigencies of national defense pre- 
clude the delays inherent in making a 
record of that nature, and necessitate 
adjustment of the administrative 
process to permit construction of these 
vital facilities with the utmost dis- 
patch. 

While the emergency situation war- 
rants postponing at this time our 
definitive consideration of the above 
integration problem, that alone would 
not be sufficient to justify the creation 
of a capital structure of Electric En- 
ergy so obviously at variance with the 
normal standards of prudent finance. 
In this case, however, the initial cap- 
ital structure need not prevent our 
approval of the proposed acquisitions 
in view of the contract to be entered 
into with AEC. The crucial elements 
of that contract are the government 
guaranty, in effect, of interest and 
amortization on Electric Energy’s 





_*We need not pass upon the proposed acqui- 
sition by Central since it is neither a holding 
company, nor an affiliate of a public utility 
company as defined in § 2(a)(11)(a) of the 


act. Our order herein will dismiss Central’s 
application with respect to its proposed acqui- 
sition. 
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debt so long as the contract is in oper- 
ation, and the assurance that in the 
event of cancellation of the contract 
a material improvement in the com- 
mon stock equity of Electric Energy 
would have been achieved or would 
necessarily follow. 

While for the foregoing reasons it 
is our view that within the frame- 
work of the statute and our own prece- 
dents it is appropriate to permit im- 
mediately the proposed acquisitions 
of the Electric Energy stock pending 
our definitive resolution of the issues 
involved, it is necessary that our or- 
der be so conditioned as to provide 
for a re-examination of this applica- 
tion at a more appropriate time. Such 
a condition will require them to dem- 
onstrate compliance with the applica- 
ble statutory standards upon notice 
given by the Commission. In the 
event that any of the applicants can- 
not make a showing at that time justi- 
fying the acquisition and retention of 
the securities of Electric Energy, 
such applicant or applicants will be 
required by the condition to dispose 
of its or their holdings in a manner 
deemed appropriate by this Commis- 
sion. 

As previously noted, Central, Illi- 
nois, and Kentucky have also applied, 


pursuant to § 2 (a) (7) of the act, 
for an order declaring them not to be 
holding companies with respect to 
Electric Energy. We need not pass 
upon that portion of the application at 
this time. Under the provisions of 
§ 2 (a) (7), the filing of an applica- 
tion, in good faith, by a company not 
a registered holding company auto- 
matically exempts such company from 
any obligation, duty, or liability im- 
posed by the act upon a holding com- 
pany until its application has been 
acted upon. Accordingly, Central will 
be exempt until we act upon its appli- 
cation. In so far as Illinois and Ken- 
tucky are concerned, since those com- 
panies are registered holding compa- 
nies they are not entitled to automatic 
exemptions under § 2 (a) (7). 
However, as heretofore pointed out, 
these companies presently are exempt 
from all of the provisions of the act 
except § 9 (a) (2).® We shall there- 
fore postpone consideration of the 
portion of the application which re- 
quests an order that Central, Illinois, 
and Kentucky are not holding compa- 
nies, with respect to Electric Energy, 
until such time as the further proceed- 
ings contemplated herein are had. 





5 See footnote 1 page 29. 
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A digest of information on new construction by pri- 

vately managed utilities; stmilar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by en 
also notices of changes in personnel. 


Public Service of Colo. Plans 
$24,662,000 Program 


pa Service CoMPANY OF CoLorapo plans 
to spend a record $24,662,000 for con- 
struction this year, of which $5,389,000 was 
spent in the first quarter. i 

Next November it expects to put in opera- 
tion a third 40,000-kilowatt generator at its 
new Arapahoe plant, south of Denver and 
a 7,500-kilowatt unit at Grand Junction. In 
addition, work will be started this year on a 
60,000-kilowatt generator for the Lacombe 
plant in Denver. The latter is scheduled for 
completion in 1953. The new facilities will 
boost the system’s generating capacity to 440,- 
000 kilowatts, an increase of 127 per cent since 
V-J Day. 


G-E Introduces All-Electronic 
Selective Dispatching Method 
T= first all-electronic selective dispatch- 

ing method for two-way radio systems 
has been developed by the General Electric 
commercial equipment division in Syracuse, 
New York, according to a recent announce- 
ment. 

The method employs radically new equip- 
ment to permit “private” conversations be- 
tween a dispatcher and an individual mobile 
unit, or a specific group of mobile units with- 
in a two-way radio system. 

The new equipment allows separation of a 
system into as many as ten groups. All in- 
dividuals in a group hear a dispatcher’s call, 
but when the called party responds, all other 
receivers in the group remain silent. 

A mobile operator, under the new method, 
would hear fewer calls not intended for his 
attention, reducing the number of call-backs 
and repeats, and lessening driver fatigue, G-E 
engineers said. 


Conference on Light to Be Held 
In Paris in September of 1951 


(earization of a Conference on Light, 
to be held in Paris September 26th 
through 30th of this year, has just been an- 
nounced by Dr. W. Morikofer, president of 
the International Committee on Lighting. 

_ Principal subject of the meetings, accord- 
ing to Dr. Morikofer, will be “Light and 
Homes.” Speakers will report on recent de- 
velopments in the application of natural day- 
light and artificial light in homes, phys- 
iological and pathological reactions from 


fluorescent lamps, germicidal lamps, and 
other related subjects. 

Dr. Morikofer revealed that plans have al- 
ready been completed for reports and com- 
munications to be made by architects and 
lighting specialists of many nations. 

Organized by the French Committee, un- 
der the auspices of the International Commit- 
tee on Lighting, the Congress on Light will 
feature, in addition to scientific reports and 
communications, administrative meetings of 
the parent organization and a meeting of the 
Commission of Lighting. 

Further information may be obtained from 
the office of the President at 67 bd. des 
Courcelles, Paris (8°), or Miss Christiane 
Weissenbach, Secretary of the Congress Com- 
mittee, 6 rue Daubigny, Paris (17°). 


I-T-E Names J. W. May Chief 
Engineer, Switchgear Division 

OHN W. May has been named to succeed 

William Deans as chief engineer of the 
switchgear division of the I-T-E Circuit 
Breaker Company, Philadelphia. Mr. Deans 
has been acting chief engineer since his re- 
cent elevation to vice president in charge of 
engineering for all I-T-E divisions. 

As chief engineer, Mr. May will be re- 
sponsible for all switchgear engineering and 
development. 


2,000,000 New Gas House 
Heating Customers Expected 


T= AMERICAN GaAs ASSOCIATION recent- 
ly completed a survey which indicated 
that nearly one million new gas househeating 
customers are expected to be added to present 
lists during the 1951-1952 househeating sea- 
son and that another 900,000 new househeat- 
ing customers are anticipated in the 1952-1953 
season. The expanded survey indicated that 
approximately nine million dwelling units 
were using gas for all househeating purposes 
on January 1, 1951. 

The survey covered 290 gas utility com- 

(Continued on Page 34) 
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panies serving 20,407,000 residential gas cus- 
tomers as of January 1, 1951, of which 8,- 
129,000 were being supplied with gas for all 
househeating purposes. These companies were 
serving approximately 90 per cent of all resi- 
dential utility gas customers in the United 
States. According to their plans as of Jan- 
uary 1, 1951, these companies expected to 
serve an additional 919,000 consumers with 
gas househeating during the 1951-1952 heat- 
ing season and a further 811,000 consumers 
during the 1952-1953 heating season. In addi- 
tion, six Canadian companies reported that 
they expected to add 3,900 and 3,700 house- 
heating customers during each of the next two 
heating seasons. 

The heightened expectations were concen- 
trated primarily among gas companies in 
California, the Middle Atlantic, and East 
North Central states, with some West Central 
States adjusting their plans downward. These 
trends are in part a reflection of the comple- 
tion of several major pipeline systems and ap- 
provals which have been granted for expan- 
sions or new lines to Chicago, Detroit, New 
York, and New England. 


Universal Gas Ranges Originate 
Gas Cooking Program Over TV 


yo by Cribben & Sexton Company, 
makers of Universal gas ranges, a new 
television program which will promote the 
use of gas for cooking is being produced in 


New York and packaged for distribution 
throughout the country. 

The new program, “Sally Smart’s Blue 
Flame Gas Kitchen,” is produced by WOR- 
TV, shown live over Channel 9 and kine- 
scoped by Paramount Television Productions 
for distribution. 

The show is already scheduled for a num- 
ber of stations throughout the country and 
will be available free to any station, particu- 
larly for sponsorship by gas utilities or gas 
appliance retailers. 


Louisville Gas & Elec. Plant 
To Cost $90,000,000 


OUISVILLE Gas & Exectric CoMPANy has 
purchased approximately 350 acres and 
acquired options on 250 more on the Ohio 
river below Louisville on which it will con- 
struct a power plant costing approximately 
$90,000,000. 

T. B. Wilson, president, told the annual 
stockholders meeting that preliminary nego- 
tiations have been made for the first new 
turbo-generating unit under this program to 
meet the electricity needs of the rapidly 
growing Louisville area. He added that “long 
range planning indicates that the new plant 
will eventually have a total of six generators 
of 100,000 kilowatt capacity each, or a total 
of 600,000 kilowatt capacity.” 


(Continued on Page 36) 
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legal documents to beautifully illustrated descriptive 


brochures in full color. 


Whatever the nature of your printing requirements, 


we believe you will like the assurance of accuracy and 


PROSPECTUSES 


ANNUAL REPORTS 


INDENTURES 


highest quality that “Printed by Pandick” brings you. ° 


Pandick Press, Lhe. 


22 THAMES ST., NEW YORK 6 


Established 1923 


71 CLINTON ST., NEWARK, NJ. 
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WO WAYS 
TO STOP 
COAL 
WASTE 


ICHARDSON COAL SCALES: One over each 








ution 






Blue 
/OR- 
kine- 
tions 







1um- 
and 
ticu- 
gas 



















lual - . 

go- [oiler automatically gives you a record of 

1ew boal consumption, by the hour, shift, day, Installation at mid-western Municipal lighting plant 
to [vek or month, in stoker or pulverizer fir- showing Richardson Coal Gate, Coal Scale and 
dly [Bog You spot inefficient steaming right “Monorate” Non-Segregating Distributor. 

we way, before you start paying invisible bills 







for wasted coal. 


CHARDSON “MONORATE” DISTRIBUTORS: 
n original Richardson development* 
hich absolutely stops coal segregation in 
toker-fired installations. The “Monorate” 
just what its name implies—the curved 
op plate, developed in theory and proved 
ractice, causes al] the coal, both lumps 
fines, to descend at the same rate so 
there is no tendency for lumps to separate. 
ou get the same mix across your stoker 
hopper as you had at the bunker outlet so 
that most efficient combustion is assured. 
*Patent Pending No. 2,258,516 





























EE-39 Richard- 
son Automatic 
Coal Scale, 















3 BULLETINS AVAILABLE 
Send For Them Today For Complete Information On: 
Richardson “Monorate” 


Model K-39, for pressure tight (up to 60” Distributor Showing 
of water), large capacity service—400-500 Patented Design of Top 
lbs. per discharge—Bulletin No. 0250 Plate Which Keeps 
EE-39, for dust tight, average service— Lumps and Fines 
~~ Ibs. per discharge—Bulletin No. from Separating. 
150 
Monorate, non-segregating coal distribu- 
tor—Bulletin No. 1349 


A COMPLETE RICHARDSON INSTALLATION: 
leakproof Gate from the bunker; flexible Inlet to scale; Automatic Coal Scale; “Monorate’’ Non- 
Segregating Distributor to stoker; or down-take Chute to pulverizer. ‘ 


























RICHARDSON SCALE COMPANY 
Clifton, New Jersey 


Atlanta © Boston * Buffalo °* Chicago 
Cincinnati * Detroit * Houston * Minneapolis 
New York © Omaha * Philadelphia © Pittsburgh 
San Francisco * Wichita © Montreal © Toronto 
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INDUSTRIAL PROGRESS—( Continued) 





Washington Gas Light to Build 
New Storage Facilities 


JasHincton Gas LicHt Company plans 

to construct standby gas storage facili- 

ties costing $7,100,000 near Rockville, Mary- 
land. 

The facilities would accommodate 70 mil- 
lion cubic feet of natural gas in underground 
steel pipes and 30 million cubic feet of pro- 
pane-air gas above ground. 

Construction is expected to begin in July, 
—_ completion scheduled for the spring of 
1952. 


Southern Indiana Gas to Spend 
$12,000,000 On New Unit 


Qevrsen InptanA Gas & E vectric Com- 
PANY will spend $12,000,000 for construc- 
tion of the first unit of its F. Bayard Culley 
steam power plant on the Ohio River east of 
Evansville. 

The 40,000-kilowatt generating unit, sched- 
uled for operation in 1954, will increase the 
system’s capacity to 160,000 kilowatts. 


$4,250,000 Program Planned by 
Mountain States Power 


Mourtax States Power CoMPAny plans 
to spend about $4,250,000 for construc- 
tion this year to supplement the $20,000,000 


spent on its postwar expansion program jn 
the years 1946 through 1950. 

While the bulk of the expenditures will be 
used to expand the company’s electric plants 
in the Northwest, a substantial but undeter- 
mined amount will go for additions and im- 
proyements in its water and telephone sys- 
tems. 

In the water department, it is adding to 
purification and storage facilities, installing 
larger pumps, and enlarging mains. To ac- 
commodate its fast-growing toll and local 
telephone operations, the company is convert- 
ing to automatic dial equipment and expand- 
ing cable and wire facilities. 


G-E Plans $6,500,000 Addition 
To Generator Plant 


ENERAL ELectric COMPANY announced 

plans for building a $6,500,000 addition 
to its $30,000,000 Schenectady, New York, 
turbine generator plant. 

The plant now has one million square feet 
of floor space and the new extension will add 
more than 80,000 square feet to the building. 
Glenn B. Warren, manager of G.E.’s turbine 
divisions, said the new facilities will increase 
the plant’s annual potential output of generat- 
ing capacity by about 1,250,000 kilowatts toa 
peak of 5,500,000 kilowatts annually. Last 
year it produced 54 turbine-generator units. 
With the new addition it will produce about 
73 annually, Mr. Warren said. 








The addition of offset-lithog- 
raphy presses to our facili- 
ties for letter-press printing 
makes our service to utility 
companies more impressive 
than ever before. 

We are available 24 hours 
a day, 7 days a week... 
because we know that our 
ultimate test is achieving the 
highest standards of quality 
within the limits of your 
deadline. 








CONFIDENTIAL 
SERVICE 
SINCE 1920 
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Is Working for Utilities 


By combining the flexibility of punched cards with the versatility of elec- 
tronic tubes, IBM Accounting has developed greater advantages than ever. 


Utilities now save even more time in the over-all accounting pattern .. . 
employees have more time for other productive work. Electronic machines 
simplify the meter-reader’s job, do complex bill computations at fantastic 
speed, reduce still further the time necessary for cash-stub sorting. 


IBM’s practical application of electronics to business machines, as in 
the Electronic Calculating Punch, illustrated above, has resulted in 
reduced costs for utilities . . . better service for their customers. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
590 Madison Avenue, New York 22, N. Y. 


ee 
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a 
THIRTY-FIVE YEARS 
OUTSTANDING SERVICE 


MIGHTY USEFUL TOOLS... 


are the Lincoln booklets dealing with S.E.C. matters. These are supplied 
without cost to our customers, their lawyers, accountants, underwriters 
and others connected with finance and corporate affairs. Write for 
yours. Five titles include—Federal Securities Laws, Registration State- 
ment Form S-!, Regulation C (registration procedure), Regulation S-X 
(financial statements), Regulation X-14 (proxy rules). 





TO YOUR INDUSTRY ©. ‘of 
IN FINANCIAL AND 
CORPORATE 


NEW YORK PLANT TIO CEDAR STREET (6) WOrth 4-376 


CHICAGO PLANT 732 SHERMAN STREET (5) ’ WAbash 2-40C 








Prepare to pass power plant engineer 
license examinations this direct, easy way! 








HERE is a revised and enlarged Second Edition of a standard book 
that offers you in clear, practical form, much information to help 
you pass power plant engineer license examinations. Simple, yet com- 
plete in every detail, it thoroughly explains advanced rules of stationary 
engineering—outlines the approved and tested methods of operating 
power plant equipment—and carefully points out the re- 
sponsibilities of the operating engineer relative to safe 
practices and efficient operation of power plants. At the 
end of each chapter you are given valuable lists of questions 

typical of those in engineer license examinations . . . the Just Out 

answers to which are contained in the chapter material. 

Here in a single volume is a complete home-study course 


in power plant engineering. 


Guides you on all phases of power plant equipment 0 f E R A T | ON 


construction, operation, and maintenance. 
Oh tiene ps he By Evener® b. woouermy, 
is book shows you how to control the combustion of fuels . Maintenance 
how to put boilers a operation . “ strustor in Feedwater Conditioning. < Combustion wi 
. how valves function. . . and how ical RS 
problems without the use of advanced mathematics. standard and HERBERT B. LAMME 
Practices to follow in manipulating the equipment correctly, to recog- Director of Engineering, Coal Produs 
nize oe conditions, and to take the necessary corrective 
Se br yoandl do ronal eae ee Re 
‘or e ue 
charge of dower plants, large and small, will find the on ‘s ‘helpful Second Edition, 543 pages, 6x9, 
reference om proper procedure for eff > and 264 illustrations, $7.00 
of all usual power plant equipment. 
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FACILITIES FOR THE SMALLEST OR THE LARGEST 


The 225-acre Newport News plant includes plate steel and machine shops 
equipped with a complete variety of tools to fabricate items of water power equip- 
ment of any size. Contracts received by Newport News for hydraulic turbines with 
an aggregate rated output in excess of 7,000,000 horsepower have included units as 
high as 165,000 horsepower and as low as 500 horsepower. 


Supplementing the extensive facilities are the equally important experienced 
and skilled: personnel at Newport News to design and build such equipment. 


Your inquiries for hydraulic turbines of any size will receive prompt attention. 
Write for illustrated booklet on water power equipment. 


NEWPORT NEWS 


SHIPBUILDING AND DRY DOCK CoO. 
NEWPORT NEWS, VIRGINIA 
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NOW AVAILABLE 





A Special Service Covering Federal 


EMERGENCY CONTROLS 


As They Affect UTILITY COMPANIES 


HE P.U.R. Emercency ConTrois SERVICE is 
designed to provide subscribers with the full 
or pertinent text of all special regulations issued 
under the direction of the Defense Mobilization 
Administration and its various agencies, as they 
apply directly to the utilities—electric, gas, tele- 
phone, transit and pipe line companies. General 
regulations are reported with interpretive treatment, 
pointing out such portions as may pertain to the 

$10 a month, utilities. 
lactediag— The purpose of this new Service is to furnish 
Seened tafietinn tesned subscribers with a complete, authentic compendium 
every two weeks, with supple- of applicable controls and regulations, in convenient, 
mental and interim releases, time-saving form, with periodical indexes—all per- 
mailed as required, to provide forated for filing in standard binders. This is not 
eye. merely a prompt and well presented reportorial 
service, but one that also contains interpretive in- 
formation provided by our staff organization, based 
upon direct contact with the sources of administra- 
tive action. Utility officials, operating executives 
Mail Your Order and others will find the P.U.R. Emercency Con- 
TROLS SERVICE an invaluable aid during the present 

Today emergency period. 


P.U.R. EMERGENCY CONTROLS SERVICE 


PUBLIC UTILITIES REPORTS, INC. — Publishers 





309 Munsey Building © Washington 4, D. C. 
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SERVING THE PUBLIC AND 
INDUSTRY 24 HOURS A DAY 


COLUMBIA 
GAS 
SYSTEM 


The Manufacturers Light and Heat Company 
United Fuel Gas Company 

The Ohio Fuel Gas Company 

Atlantic Seaboard Corporation 

Amere Gas Utilities Company 

Virginia Gas Distribution Corporation 
Virginia Gas Transmission Corporation 

Big Marsh Oil Company 

Central Kentucky Natural Gas Company 
Binghamton Gas Works 

Cumberland and Allegheny Gas Company 
Eastern Pipe Line Company 
Home Gas Company 

The Keystone Gas Company, Inc. 
Natural Gas Company of West Virginia 
The Preston Oil Company 
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‘MERCOID 


CONTROL) 


ou can always counton 
their fine engineering 
to give very dependable 
service for a long time 
| They are built to last 





THE MERCOID CORPORATION 
4201 BELMONT AVE. CHICAGO 41, Lt 
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PROFESSIONAL DIRECTORY 


* This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » 





Tue American Arprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 














DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 














ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing — Inspections — Research — Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 














Ford, Bacon & Davis 
RED varios Engineers counter" 


NEW YORK @ PHILADELPHIA @ CHICAGO @ LOS ANGELES 














GIBBS & HILL Ino. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORE LOS ANGELES 
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GILBERT ASSOCIATES, Inc. 


ENGINEERS POWER ENGINEERING SINCE 1906 ae SPECIALISTS 








Steam, Electric, Gas 
Hydraulic, Sanitation Serving Utilities and Industrials 7 
Designs and Construction Reading @ New York @ Houston Personnel Relations 


Inspections and Surveys Original Cost Accounting 
Feed Water Treatment Philadelphia @ Washington Accident Prevention 











JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 South LaSalle Street ” CHICAGO * Telephone HArrison 7-8893 


Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 














HENKELS & McCOY 


ELECTRIC & TELEPHONE LINE CONSTRUCTION CO. 
6100 N. 20th St., Philadelphia 38, Pa. — Wilmington, Del. — Erie, Pa. — Altoona, Pa. 


Transmission Distribution — Overhead, Underground e« Construction Maintenance « Ball Field Lighting 
Right of Ways ¢ Chemical Control ¢ Tree Trimming ¢ Gas and Oil Lines . . . Now Working in 14 States 








CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE . COLUMBUS, OHIO 











eines BOWEN & FARRELL 
ENGINEER 16 
N ARBOR, MICH 
APPRAISALS—INVESTIGATIONS DEPRECIATION STUDIES— 


for Rate Cases, Security Issues, Regulatory and Accounti uirements 
ORIGINAL COST AND CO INUING PROPERT a netosn 
DETERMINATION 
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She bral yian Coyroualion 


rene e@ CONSTRUCTORS 





1200 NORTH BROAD STREET, PHILADELPHIA 21, PA. 
WASHINGTON, D.C. © ROME, ITALY ¢ CALCUTTA, INDIA 
CARACAS, VENEZUELA e MEXICO CITY, MEXICO 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
Utility Management Consultants Specializing in REGULATORY 
COST ANALYSIS “PROBLEMS 
for past 35 years 
Send for brochure: "The Value of Cost Analysis to Management"’ 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
Gas Turbine Installations 
80 FEDERAL STREET “=. BOSTON 10, MASS. 











TAXES 


SAFE MIDDLE WEST FINANCE 
PENSIONS INSURANCE 
BUDGETING SERVICE ADVERTISING 
= co a 


STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 














Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND ; SPECIALISTS IN 
OPERATING ENGINEERS #3] = ACCOUNTING, FINANCING, RATES, 
PURCHASING fs} INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET. Sa CHICAGO 4, ILLINOIS 
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SANDERSON & PORTER 


ENGINEERS 
AND 


CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 


Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 

Water, Sewage and Industrial Waste Problems 
Airfields, Refuse Incinerators, Industrial Bulidings 
City Planning, Reports, Valuations, Laboratory 


121 SOUTH BROAD STREET PHILADELPHIA 7 


GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


HARRISBURG, PENNSYLVANIA 


Reporte—A 





eports Bp 


Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 








BLACK & VEATCH 


CONSULTING ENGINEERS 
Appraisals, investigations ad re 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY 


KANSAS CITY, MO. 


W. C. GILMAN & COMPANY 
Consulting Engineers 


Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 
55 Liberty Street New York 5 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 








FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciation 
Investigations and Reports 


122 SouTH MICHIGAN AVENUE, CHICAGO 
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SVEN B. HANSELL 


CONSULTING ACTUARY 
PENSION PLANS 


DEPRECIATION 
For Rate Cases and Income Tax 


| Chestnut Street Philadelphia 2, Pa. 
= 7. enutan oe * 





LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatis Sr., Cricaco 








HARZA ENGINEERING CO. 


Consulting Engineers 


CALVIN V. DAVIS 


400 W. MADISON ST. CHICAGO 6, ILL. 


A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 
TRANSMISSION LingES—UNDERGROUND DisTRI- 
BUTION — Power STATION — INDUSTRIAL — 

COMMERCIAL INSTALLATIONS 


2416 SouTH MICHIGAN Ave. Cricaco 








JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 














LAURENCE S. KNAPPEN 
Consulting Economist 


Cost of Capital and Rate of Return Studies 
Analyses of Financial Statements 
Rate Case Investigations 
Revenues and Expenses 
$19 Eleventh Street, N.W., Washington |, D. C. 
Telephone: National 7793 








United States Testing Company, Inc. 











LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 


POWER PLANTS 
TRANSMISSION DISTRIBUTION 
DESIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Chicago 3, Illinois 


WESTCOTT & MAPES 


ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 


UTILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 


NEW HAVEN CONNECTICUT 














Organization and Procedural Studies 
ARTHUR LAZARUS 
MANAGEMENT CONSULTANT 


70 Pine Street . New York 5, N. Y. 
BOwling Green 9-5165 


Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 
ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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*Bituminous Coal institute 

Black & Veatch, Consulting Engineers 
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Here's one way to save critical 
MANPOWER and MATERIALS 
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E Leece-Neville ALTERNATOR SYSTEM delivers 
25 to 35 amperes with engine idling. On 
your 2-way radio trucks and cars, this means 
important savings in critical manpower and 
materials. The L-N Alternator saves gas and oil 
saves engine repairs, saves radio servicing, 
saves batteries. Ample amperes and accurate 
voltage of the L-N System are the answer 
Thousands of Utility Company vehicles are 
equipped with the L-N Alternator System 
If you would like to have the facts, write 

sm The Leece-Neville Company, 

Cleveland 14, Ohio. 
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